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MONDAY, MAY 21, 1951 


Unirep Srares SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, D.C. 

‘The commi'tee met, pursuant to call, at 10 a. m., in room 457, Senate 
Office Suilding, Senator John sb spa ‘kman (chairman) presiding. 

Present: Senators Sparkman, Humphrey, and Thye. 

Also present: John EK. Newby, Special Counsel: John Fisher, 
Secretary to Senator Saltonstall. 

The CHairmMan. The committee will come to order, please. Even 
though we do not have a full attendance of the committee, I think 
that we had better get started. Other members will be coming in 
later. 

lor the past ? weeks our committee, together with the House Select 
Committee on Small Business, has heard testimony from high De- 
partment of Defense officials on the steps they are taking to insure 
small producers a fair share of defense contracts. The information 
developed has been valuable in that it has enabled the committee to 
bring to the attention of procurement officers a number of policy 
and procedure areas in which improvements ay be made Lo the 
advantage of the small suppliers. 


From how on the hearings will be conducted by this committee 
separately, It is i\ unde standing that the House committee is 


conducting a series of similar hearings. ‘I he problems whieh busl- 


nessmen have encountered in trying to do business with the Govern- 
ment will be fully explored. Businessmen from various sections of 
the country will be heard representing different segments of the small 
manufacturing community. 


by thus studying the manner in which specific contracts have been 
handled, we will be provided with a body of factual data which should 


} 


form the basis for needed improve ments In our mi 
practices. 

Our first witness scheduled for today is Mr. Whitney of the Klemp 
Co. of Chicago. Would you come around, please, sir. 


litary procurement 


STATEMENT OF EMERSON C. WHITNEY, WILLIAM F. KLEMP CO., 
CHICAGO, ILL. 


The CHarMan. Do you have a prepared statement to give us, Mr. 
Whitney / 

Mr. Wurirnery. No, sir, I have no written prepared statement, as 
I worked up to Saturday evening at the plant and I did not have a 
chance to prepare one. 
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The Cuarrman. That will be all right. For the record, state your 
name and address and your official capacity with your company, and 
then proceed to make your statement. ; 

Mr. Wuirney. My name is Emerson C. Whitney. My address is 
1136 West Ainsley Street, Chicago, Tl. Iam president of the W illiam 
F. Klemp Co. of Chicago, Ill., an Illinois corporation with plants in 
Chicago and Houston, Tex. The Klemp Co. is approximately 
44 years old, starting out as a steel-fabricating firm individually 
owned by a Mr. William F. Klemp, who later turned it into a partner- 
ship; and then in 1921 it was incorporated under its present name in 
Illinois. Its main business is and for a long period of time now has 
been the manufacture of structural steel footwalks and treads, open 
steel and aluminum grating, types of which I have seen out here in 
the yard on my way in: and open steel bridge decking such as the 
types you have on several bridges here in Washington; and open 
aluminum bridge decking, of which we put in the world’s first last 
year for the Aluminum Co. of America, which bridge was erected 
over the International Canal at Massena, N. Y. 

It also makes two patented steel meshes called Hexteel and Floor- 
steel, the patents and trade names to which are all owned by the 
William F. Klemp Co. These two meshes are used to reinforce and 
armor the surface of floors that are subject to heavy-duty traffic, 
such as the floors of Frankfort Arsenal at Philadelphia, Rock Island 
Arsenal in Illinois, and other places where tanks are made or stored. 
During the last war the Caterpillar Tractor Co., at Peoria, Ill., was 
largely armored with Hexteel; and that tractor company, as most of 
us know, has been turned over to the manufacture of Sherman tanks, 
and the Hexteel armor enables the floor to stand up from the constant 
daily pounding of the tanks that come off the assembly lines and make 
full turns over the cement floors which would otherwise have cracked 
and had to be replaced many times. 

Hexteel is also used to armor many bridges in the Middle West, 
but the main use for Hexteel and Floorsteel has been discovered not 
by the Klemp Co. but by oil companies. Today most of the oil 
companies in the world, and particularly those in the United States 
and England and Holland and their colonies, use Hexteel and Floor- 
steel both to armor the inner lining of catalytic crackers. Catalytic 
crackers are the fractionating vessels that are used to break the heavy 
molecules of oil into their lighter component parts in order to make 
_— test aviation fuel. Without these fractionating vessels, called 

‘at crackers” for short, it would be impossible to make large quanti- 
ties of aviation fuel. The Hexteel and the Floorsteel are used inside 
of the “cat crackers,” and the material is gunnited into the mesh. 
This mesh, which is usually about 5 inches thick, holds the heat and 
pressure inside the “cat cracker,” thus preventing the escape of heat 
and pressure from the outer shell, so that the molecules of oil can 
thus be broken down to their more volatile component parts by heat 
and pressure. 

There are other meshes made by the Klemp Co., but they are not 
so important as the ones I have mentioned. 

It is a small business. It occupies about 40,000 square feet of land 
in Chicago, and occupies half of the building, which has approxi- 
mately 18,900 square feet, in Texas, and its total employment has 
been 125 men and women. At the present time, I believe, its total 
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employment is probably somewhere around 100, possibly a little lower 
than 100. 

The total sales run less than $1 million a year, and it comes into 
that category of businesses that are known as small business, under 
the rules and regulations of the war procurement agencies. 

The efforts of the William F. Klemp Co. to obtain business from 
the war procurement agencies started about 2 or 3 years ago, when 
I came to Washington with an idea for a new type of landing net 
based upon our Hexteel. I had drawn some blueprints and some 
specifications, and I wanted to try to get in touch with the correct 
persons in the Pentagon, or wherever the correct persons were, to 
explain my suggestions to them. 

My Washington representative at that time could do nothing; 
so I came to Washington and spent 8 hours traveling from one floor 
to another and from one office to another of the Pentagon, and I can’t 
tell you how many miles I walked or how many colonels and majors 
I talked to; but finally, after I had spent the entire day there, I found 
I had spent the entire day in the wrong building and that I should 
have been at Fort Belvoir. By that time I was so unhappy and 
I had so much work back at the plant that I went back home and 
forgot the thing and gave it up. 

However, I did write a letter to Fort Belvoir explaining what I 
had in mind. And I wrote another letter to Fort Belvoir about 
that time or a little later explaining an idea that I had for using 
a steel-armored cement as a partial side armor for tanks. This would 
be a castable cement. By that I mean a cement which is made of 
crushed firebrick which would stop the type of projectiles which burn 
through tanks. The idea of the bazooka shells and of many other 
shells is not that the shell goes through the tank by reason of their 
velocity but because it burns through; and, if you have something 
besides steel which cannot be burned, if you have a sort of sandwich 

wall with something that cannot be burned, you could possibly stop 
that shell. So I wrote some letters on that to Fort Belvoir, and the 
last letter came back unopened; it was just sent back to me. So I 
forgot about the idea again till the Korean War situation started. 


FIRST ATTEMPTS AT BIDDING 


The minute the Korean War situation became apparent, and I 
believe before the United States became actively engaged in it as 
participant, I wrote on behalf of the William F. Klemp Co. to various 
governmental agencies in Washington, saying that it looked as if there 
might be a reason to attempt to broaden our manufacturing activities 
to take in war materials and asking for information about making 
such war materials, and, particularly, how to get on bidders’ lists for 
war materials. 

I sent with the letter a very short résumé of the facilities of the 
William F. Klemp Co. and copies of its various catalogs, which, I 
might add, are quite extensive and contain a great deal of engineering 
information. 

In exchange for those letters, I received many very excellent replies 
from all of the branches of the service, because I had written to all 
of the branches and most of the replies referred me to various booklets 
that had been or were being written which were titled “How You Can 
Get War Contracts” or “How To Get on Bidders’ Lists”, or words to 
that effect. And I probably have several of them in my files here. 
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At any rate, I immediately sent for all of the booklets to which I 
had been referred. 

After a few months I was also told to contact the Department of 
Commerce at their Chicago office, 322 South Michigan Avenue, if I re- 
ber correctly, and told that there would be lists of bids at that 
office and that by contacting the office every day we could discover 
what items were being bid on and how to 0 about making our bids 
if there were items which we felt competent to make. 

] there upon asslone a mah, hired him specially to do this, and I 
assigned him to go to pick up these bidders’ lists every day and bring 
them back to the office and to work on them. trying to get up bids 
on anything that we were competent, or felt that we were competent, 
to make. 

He did that for about a month, whereupon the Departinent of Com 
merce i Chicago decided tO sé na us the bidders’ lists, and they have 


men 


been sending them to us religiously ever since then. 

They also send to us lists telling us who have obtained contracts. 
I take those lists, and I have been doing this, ever since, I would judge, 
last Sx« ptember or October: October is probably correct. At first we 
sent out personal letters and then later on found that it amounted to 
more correspondence than we could handle with our present office 
force. So I printed form letters and merely inserted the name of 
the article upon which we wished to place a bid and the name and 
address to which we wished to send it. And I also prepared form 
letters which I ealled subcontractors’ form letters, which included a 
list of our facilities, our manufacturing facilities, and attached cata- 
logs to that and sent those to large companies which had obtained large 
contracts from the Army, the Navy, and the Air Corps, or some other 
governmental agency, and asked them for permission to work subcon- 
tracts for them. 

Those subcontractors’ letters were, of course, sent to companies 
such as the (¢ ‘hrysler Co., the Ford Motor Co., and, of course, General 
Motors, and all of its subdivisions, such as Allison Motors, et cetera; 
and at first I received very nice replies. That would be about last 
October. After awhile I started receiving form letters as replies, 
when I did receive replies. I would judge that about 50 percent of 
all the letters I have sent out up to now have resulted in no replies 
at all. Tlowever, the replies that I did get are the ones that I would 
like to talk about. 

At first I would receive replies and I would not receive any blue- 
prints: I would get back a bid from them for maybe a thousand parts 
rora tank from Detroit Ordnance. The bid form would be quite com- 
plete and would be perhaps ten pages or maybe twenty pages long. 
I would read through the form looking fo 


specifications and there 
might be specifications in it or there might not be. It would refer to 
y blueprint and there would be no blueprint. 

I would then—I am just taking the Detroit Ordnance as an exam- 
ple—I would then take that bid form and write them and say, “ You did 
not send any blueprints; you did not send any specifications; you did 


. 


not send them.” At first we did vet them, but by the time we gol 
them about half the time it would be too late to bid and the time for 
bidding would be over: and the other half of the time we would get 
them in time to bid, but it would take us a week or two to work up a bid. 
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By that time some of the bidding time would have elapsed and we 
would then be unable to bid. But sometimes we got everything on 
time and we were able to put in a bid. We would put in a bid and 
that would be the last we would hear about it. I would then write 
to whatever agency we sent the bid and say: 


Would vou please he good enough to send us a résumé. We would like to 


know whether we were the successful bidder—we assume that we were unsuc- 
cessful because we heard nothing from you—but this is rather new to us and 
I know that prices are made by competition as well as that they are made by 


many other factors, and therefore we would like to know who got the bid and 
at what price. 

Most often I received no reply. Once ina while when I did receive 
a reply, I would receive a copy of the résumé of bids. That was very 
unusual. Most of the time I would receive a form letter ora posteard 
which would Say in effect that “We are too busy to give you this 
information.” ‘There were also several letters which said that if you 
wish to come to Philadelphia, or if you wish to come to Detroit, or 
if you wish to come to Washington, vou may come and make a résumé 
of the bids yourself, I did not wish to do that. I had other things 
to clo. 

One thing we bid on was bridge bulk for the Army Engineers. I 
personally went to the Army Engineers because they were at 226 West 
Jackson Boulevard, Chicago, Il., and we worked very hard getting 
the bid on it. It was supposed to be a bid. And then after the bids 
were 1n they were to call in the bidders who were fairly close and 
negotiate with them. We worked our bid up, waited about 2 weeks, 
and nobody called us in. So on the day before the bids were to be 
closed, I went down to the Chicago office of the Army Engineers and 
asked what had happened to our bid and whether or not we were to 
be called in to negotiate, and one of the men in the office looked up 
our bid and said that we were high, and he did not think that we 
would be called in. 

I then asked him if I could talk with him to get some idea on what 
we were high on, because we had broken the bids down into a number 
of component parts, so much for material, so much for labor, so much 
for packaging, and it would be quite easy for him to tell us on what 
part or on all parts which we were high. He said, “You are quite high 
on your material costs. Your engineers may have made an error 
there.” 

I thereupon had my engineers go to the Aluminum Co. of America 
and they discovered that the Aluminum Co. had made an error and 
had quoted us apparently warehouse prices instead of mill price, and 
inasmuch as the bid ran to two or three million dollars, quite naturally 
we should have obtained the mill price. 

I went back and put in my bid around 5 o’clock in the evening 
on the day the bids were to close. I wrote it in in longhand inasmuch 
as I had to get it in at the last minute, and I wrote it in at their office. 
I thought my bid was pretty low, so when I did not hear anything for 


a couple of weeks I wrote as usual and asked for a résumé of bids and 
asked whether or not we were going to get any part of the contract. 


I was told that we were not going to get any part but that the résumé 
of the bids was not to be had and I would be unable to obtain it. 

I then asked if I could come down to their office to look at the bids, 
inasmuch as I was in Chicago and it would be no great hardship for 
me to look at them. I was told no; the bids were secret. 
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Now, this was bridge bulk, and bridge bulk is not. a very secret thing. 
I had been in the Army: I had been in World War Il. and I could not 
imagine anything secret about the specifications and the blueprints 
I had seen did not have any such designation on them. 

I therefore wrote to one of our Senators and told him that my un- 
derstanding of the law was that in bids of this nature, public bids, 
they were open to the public and that the information relative to them 
was not only open to the public but that the organizations involved 
were suppos sed to send résumés of the bid to responsib le bidders who 
had put in bids; and he wrote back and said that he would write them 
a letter: that he had had the same understanding. 

He wrote them a letter because apparently about two days later 
they called me personally from the Chicago office, apologized and 
said, “We will give you a résumé of the bidders up to yourself.” Ap- 
pare! tly we had come in third over a little over a hundred bidders. 
oe first two bidders got contracts and we didn’t. That was one of 
the reasons why I was quite interested in knowing how close we came ; 
we were close enough to be the first that did not get contracts in some- 
thing between two and three million dollars’ business. 

I think that is the last time that I ever received any information 
from any governmental entity without hiring somebody to go to look 
at the résumé of bids ; and send mec opies. 

Now I would like to get down to specific contracts that we did get. 

The Cuamman. Before you get away from that I should like to 
ask a question. 

Mr. Wuirney. Surely. 

The Cuarrman. When was this that you have just related ? 

Mr. Wuirney. This was approximately December of 1950. 

The Cuatrman. Did the two bidders that were lower than you get 
the entire contract ? 

Mr. Wnuitnery. Yes, sir: as I understand it. In other words, the 
contract was split in two. 

The CHAIRMAN. In othe r words, there was no one bidding higher 
than you that shared in the contract / 

Mr. Wuirney. No, sir. I have no objection. 

The CHatrMan. I just wanted the record to be clear. 

Mr. Wurrney. I was just hoping that they might split it into three; 
but they split it in two, and I have no complaint about that. 

My complaint there is that I had to ovo to so mue ‘h trouble to find 
out where I stood in the bidding. I think it was a little ridiculous to 
have to go to such lengths to find out where one stood on a project that 
was not secret, and I think the bidders should be permitted to know 
where they stand in the bid ling without begoing for the privilege. 
You can get the information on how you stand even in priv: ate enter- 
prise in the United States and they have no laws governing bids that 
are given to them. If I bid to a public utility they will usually come 
back and tell me I was high and “so and so was so much lower than 


vou.” 


DIFFICULTIES ENCOUNTERED OVER SUBCONTRACT WITH DETROIT COMPANY 


Now, I have gotten away a great deal from the notes I had here, but 
I would like to mention a contract which we did get. It was a sub- 
contract. About the time that the Korean War started we received a 
telephone communication from a firm in Detroit by the name of Austin 
Metal Products Co. asking us to bid on some gr ills for tanks. Tanks 


| 





reer esr 








i 
F 


DEFENSE CONTRACTS IN RELATION TO SMALL BUSINESS 7 


are made in Detroit and most of the tank parts, the contracts for most 
of them are let through the Detroit Ordnance or Detroit Arsenal. 
This was some company in Detroit that apparently had a contract or 
expected to get a contract and wanted us to bid. He sent us blueprints 
and specifications and we noticed that the blueprints had been pre- 
pared by Allis-Chalmers, a very large manufacturing concern hav- 
ing factories in Springfield, Ill., and Milwaukee, Wis., and several 
other places in the United States. And on the blue prints they had 
pictured the grill and they had stated in the specifications, “Should 
be William F. Klemp Co. type B-1 grill or equivalent.” In other 
words, our name and address, I believe, were right on the blueprint 
and the blueprint said on it, Army Ordnance, so it was apparently an 
official ordnance blueprint. 

I had already written letters to Ordnance in Detroit asking for 
permission to bid on anything that we could possibly be able to make. 
But this did not come from Army Ordnance. It came from Austin 
Metal Products Co. of Detroit. We sent in a bid and in the course of 
time, several months later, we received a contract from Austin Metal 
Products Co., and when it came time to make the grills from blue- 
prints, we found that there had been a deviation from the original 
contract. We originally stated that we would make riveted grating, 
and he had written in to make welded. We wrote back and told him 
we made welded as well as riveted, but if this type of welding was to be 
welded by hand we said it would be uneven and probably not as strong 
as the riveted, because of the human element, one weld might be good, 
and the next one might be a bad one; and if they were made with large 
pressure forge-welding machine such as we have, he would get a good 
weld all the way through all along the line; and we suggested the 
riveted grating would be more serviceable and several hundred dollars 
cheaper. He then called us long distance and he said they had asked 
for welded; we said to ask for a deviation because if you want to get 
things out in a hurry you can get out a great deal more by machinery 
than you can by hand. I told him the type of electro-forged grating 
we also could make by machinery if he wanted. In the meantime we 
checked in the man’s credit and found that he was not in Dun & 
Bradstreet and I wrote to him and asked for credit information. He 
sent us a letter which was quite inadequate. The order was not a big 
ene, somewhere between 3 and 4 thousand dollars. I then wrote to 
him—I have the correspondence file here—and asked him to send me a 
check for half the amount before we would let the material out of the 
shop. 

With part of the order completed, he told me, when he called me up 
that he was sending the check. To make a long story short, there 
were a lot of letters and telephone calls that went through but he 
never satisfied us or sent us anything. So back the last week of Jan- 
uary 1951, the treasurer of our company and I went to Detroit on 
this matter and several others, and we tried to get this man on the tele- 
phone. We looked him up in the telephone book and found that Aus- 
tin Metal Products Co. was not in the telephone book. We had a 
telephone number for him because we had been eulline him long dis- 
tance, so we used that number and called him up but he wasn’t in. We 
asked some gentleman in the office to give us additional credit informa- 
tion. He gave us a couple of bank references. We called up the 
banks and they said they had never heard of him. He also referred 
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us to several creditors. I called the creditors. They said that he was 
slow or impossib le pay. 

[ then went over to the Detroit Ordnance, I believe on Beard Street, 
if I recall correctly, and anybody from the public who wishes to deal 
with ie m must walk up four flights of ste a to the top floor and then 
wait to get in. It happened to be noon, We waited a little over an 
hour after we walked the four flights of stairs. We finally did get 
In. I cannot tell vou now who the ventleman Was, but I talked to some 
man who was ap parently in charge of letting the bids out, on the 


\\ 


floor 
I told him my troubles with this parti lar order and I] told him 
of the Stroh Bros. order, a new order. Stroh Bros. of Det roit, for 


is } lan qua titv of the ame thin (rs erills for tanks. And | said 
first of a that Wwe had been sendi Oo letter after letter to Detroit 
Ord nee asking for permission to bid directly to them on such things. 
I said, “I would like to get on vour bidders’ list. I would assume by 


now we are not. but 1f we are not on the list, I would like to get on it, 
to furnish grills, and the name and address is on your blueprint and 
it ould not be too diftieult for vou to sen d us those bids at least.” 
And then I said with reference to these people, Stroh Bros.: “They 
are not n Dun & Bradstreet either, but I had checked their credit 
references and they seemed to be oood, and we will make this mate- 
rial for Stroh, but inasmuch as I cannot find anything good on 
the credit of Austin Metal Products Co., I will take nothing from 
them. and I will send the contract back.” He said Detroit Ordnance 
knew all about Austin and thought they were a good company. I said 
I differed with them and told him my reasons why: in other words, 
the plant was not in the telephone book, they were not listed in Dun & 
Bradstreet, the banks had not heard of them, and their credit refer- 
ence had given them a bad reference. But he said, the man does have 
over 2 million dollar’ worth of contracts with them—I believe some- 
thing around two million dollars. I suid that does not mean he will 
pas me. However, he referre al me to some gent leman on the first floor 
with reference to the dev hat ion. I asked for pe rmission to make orills 
of riveted grating because (1) they would be cheaper; (2) they would 
be uniform: and (3) they would be stronger. I went down and saw 
the gentleman on the first floor to ‘hen he referred me. and I gave 
him all my reasons and the man said, “If you want the deviation you 
will have to get your deviation through the people who have the actual 
contract. We are not interested in talking to you since you have no 
direct contracts with us and you have no standing with us.” 

I then went back to Chicago and wrote a letter canceling our con- 
tract with Austin Metal Products Co. After I canceled the contract 
1 went to New York and while I was there Austin Metal Products sent 
in a check to us and we deposited it, but I got back in time to have our 
own check sent back to him because by that time we had already sold 
the oT ith rw hich we had made, , 

A Mr. Southard of Chicago Ordnance talked to me and asked if I 
had canceled the contract from Detroit Ordnance. I said, “No. I had 
‘canceled a contract from Austin Metal Products.” He said, “Do vou 
know we can cut you off from the steel list for the duration.” 

said I didn’t know that. He said: “Did you get the steel on a 
D. O.?2” iu ae 

I said, “No,” that I had placed the order with Carnegie Illinois, 

and they said they would send me the steel next winter some time about 
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9 months after I placed it, and I said, “All I have placed is the D. O. 
I did not get any, so [am not using an ounce of D. O. steel.” 

He said, “*‘We don’t want you to ¢ neel it. L want reinstatement 
of the contract.” I told him why I did not want to do business with 
Austin Metal Products. He then invited me downtown and I showed 
him my file and the numerous letters we had written. He said Austin 
Metal Products seem to have—let us put it this v ay very eood rela 
tionship with Detroit Ordnance, and the: asked to reinstate the con- 
tract with him. 

I said, I will deal with them cirectly, I don’t care to deal with him. 
To make a long story very short, that thing has been going on up to 
the present day. Mind vou, it started almost a vear ago, ilmost wl 
the Korean War started. But I don’t know how badly they need 
the orills for the tanks: up to now t] e\ have not got them, at | last 

| 


ehh 


Friday, hiy last working day at the plant before I came here to Wash 
ington, I finally received the new check from Austin Metal Products, 
a certified check, and last wee k I received a te lephone communication 
from Mr. Southard agreeing to the deviation. In other words, we 
may now make the grating the way I originally asked to make it, and 
I have also taken 10 percent off the origimal price which had taken 
place in the summertime before last Se pt mber’s inerease in the price 
of steel and before two different raises in the meantime in the wages 
that we pay our employees. So finally we are going to be allowed to 
save Army Ordnance some money ana we are going to get our money 
from the contractor to whom they are letting millions of dollars of 
contracts, and who, at least last January, was not even in the telephone 
book and not even rated in Dun & Bradstreet. So that is the end of 
that particular order. 

The CHarrman. In that connection I think it would be well to in 
clude in the record at this time a letter we received from the Office of 
the Chief of Ordnance, showing the awards to Austin Metal Products 
Co. since July 1, 1950, and the progress that has been made on that. 

(The letter referred to is as follows :) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D. C., May 8, 1951. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, United States Senate 

DEAR SENATOR SPARKMAN: This is in reply in your letter of April 17, 1951, in 
which you requested data relating to contracts awarded Austin Metal Products, 
Inc., Detroit, Mich., since July 1, 1950 

A chronological list of awards, contract numbers, and other data with respect 
to this company is shown on the attached tabulation. 

The financial statements were obtained from Austin Metal Products, Ine 
under dates of March 7, 1949, and September 29, 1950. These statements in 
dicate that the contractor has a reasonably profitable operation, that there was 
a need for additional working capital, and that a local bank was prepared 
to make a moderate loan, 

The records of the Ordnance Tank Automotive Center, Detroit, Mich., show 
that this company has received awards since July 1950, in the amount of 
$988,526.05, and that performance has not been accomplished on $880,581.05 of 
this amount. 

I shall be pleased to furnish you any additional information you may require 
with respect to this company if you will so advise. 

Sincerely yours, 


E. L. Forp, 
Major General, USA, 
Chief of Ordnance. 
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The CuHatrman. And also I believe at this point it would be well 
to place in the record a memorandum by Mr. John E. Newby of our 
staff, addressed to Mr. Laurance G. Henderson, staff director. 

(The memorandum referred to is as follows :) 

Apri, 9, 1951. 
To: Laurance G. Henderson, Staff Director. 
From: John E. Newby, Special Counsel. 
Re: Maintenance and use of source lists, Ordnance Corps, Detroit. 


The source lists maintained by procurement agencies are, under negotiated 
procedure, the gateway by which the small-business man hopes to enter the mili- 
tary procurement program. As you know, during recent months the committee 
has received numerous complaints that these source lists are either not being 
adequately maintained or not being properly used. Concerns heretofore suc- 
cessful under competitive bidding have not received requests for proposals under 
the negotiated procedure in instance after instance, 

During the past month I had occasion to check the records and talk to person- 
nel at the Detroit Arsenal and at the Ordnance Tank-Automotive Center relative 
to procurements in which the William F. Klemp Co. of Chicago was interested. 

I was advised at the Detroit Arsenal by the Director of Purchasing that al- 
though the price analysis section there had a résumé of the Klemp Co.'s facili- 
ties and capacity submitted by that company to the Arsenal in October 1950. 
these facilities as of April 3, 1951, had not been cataloged, and the company had 
not been listed in the source files for the products it indicated it was qualified to 
make. One of these products was steel grating. There were three names listed 
for steel gratings at the Arsenal—none of them being that of the Klemp Co. 

At the Ordnance Tank-Automotive Center I was advised on April 4, 1951, by 
the deputy chief of one of the branches in the Procurement Division, that the 
Klemp Co. was not on the OTAC source list for radiator grills—an item which 
it was manufacturing at that time as a subcontractor for two prime contractors 
of OTAC. The Klemp Co. had turned in its facility background and capabilities 
to the Crdnance Tank-Automotive Center during October 1950. 

The Klemp Co. received a contract from the Detroit Arsenal to manufacture 
radiator gratings, or grills, through negotiation on Mareh 15, 1951. This con- 
tract covered 165 radiator grills at a total cost of $3,217.50. The buyer, an 
experienced man in the automotive field, did not refer to a source list when he 
received the purchase request for these grills. He noted the name of the Klemp 
Co. on the drawing, which contained an Allis-Chalmers part number. Klemp 
had been a subcontractor for this part to the Allis-Chalmers Co. during World 
War II. 

After consulting Thomas Register for the address of the Klemp Co., the buyer 
wrote to the firm, asking them to quote on supplying the number of grills needed. 
The Klemp Co. subsequently received the contract—the buyer not having ob- 
tained quotations from any other firm. He did not solicit additional bids. 

It might be noted that a previous contract for 40 radiator grills was nego- 
tiated by the Ordnance Tank-Automotive Center in June 1950, without competi- 
tion with a Detroit company. This negotiation followed the failure of OTAC to 
receive a quotation on a competitive bid basis. 

These grills were contracted for at $59.78 each, or a total cost of $2,591.20, 
f. o. b. Detroit. The Klemp Co. received a subcontract to manufacture the com- 
pleted grills, ready for delivery to Ordnance, at a price less than $20 each, f. o. b. 
Chicago. 

Other contracts were awarded on a competitive-bid basis to a second Detroit 
company during May 1950, which called for delivery of 198 radiator grills at 
approximately $38.50 per grill. 

This second company in turn subcontracted the entire grill fabrication to the 
Klemp Co. at a total cost of $3,321.50, or about $17 per unit. 

It was observed that all of the blueprints for these grills bore the name of the 
William F. Klemp Co. The Klemp Co. was not notified to participate in the 
procurements resulting in awards to the two Detroit companies which sublet 
the contracts to the Klemp Co. Further, the prime contract the Klemp Co. did 
receive did not result from the listing of its facilities but because an alert 
buyer, who was in a hurry, noticed the company’s name on the blueprint. 

The task of reorganizing and keeping up to date the source files of the Ord- 
nance Tank-Automotive Center at Detroit has been delegated to a captain. In 
discussing the problem of use of the source files with personnel of that station, 
I was advised by one officer that keeping the source files current is one thing, 
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but that the big problem is to get the contracting officers and buyers to utiliz 
them 
\s broadening the base of procurement under the negotiated system cannot 
be effectively accomplished without frequent access to source files for new sup 
pliers, it appears that more aggressive encouragement of reference to these 
irce files is needed at the Detroit Arsenal and the Ordnance Tank-Automotive 





ONE SMALL PRIME CONTRACT OBTAINED 


The CuatrMan. Do you have any questions, Mr. Newby? 

Mr. Newsy. Yes. Mr. Wh they, did vou not recelve an award 
to make a very similar item, that is, a grating or grill, from Detroit 
Arsenal ? , 

\I . WHITNEY. Yes: IT did. I was coming to that. Would you like 


to | 


+ / 


ave me tell about tha 

Mr. Newsy. Very briefly, if you would. 

Mr. Wuirney. Al! right. At the present time I cannot tell you 
when it was exactly, but it was I believe in February of this year that 
| rece ived from Detroit Arse) ul, not Ordnance, a telephe he eall: some 
gentieman on the telephone asked me if we made erills for tanks. | 
told him we did and apparently we were seen on the Allis-Chalmers 
blueprints that Detroit Ordnance uses for grills. Tle said, “How 
much can vou make them for?” I told him if we could make them 
our way, the riveted way, we could make them for—I can’t recall 
the price, but it was about 10 percent cheaper than the price we had 
given for hand-welded erills to Austin Metal Products. 

He called me back and gave me an order for several thousand 
dollars’ worth, right on the telephone. I said, “*We can’t 20 on with- 
out a written order.” He said, “Don’t worry about a written order. 
We want them at once. Try to get some within a week if you can, 
and finish the order, if you can, within a month.” And we accepted 
the order. And he sald, “We will send vou the 1>¢ Be 

(nd it occurred just exactly as he said. They sent the order, the 
deviation, the DO, and we delivered the grills and in a month the 
thine was over with. It was for the same number of erills that we 
had been working on, as I recall, during the past 11 months with 
Austin Metal Products. 

Mr. Newry. And you had gone up to Detroit in October? 

Mr. Wiirnery. January 15. 

Mr. Newsy. What I was trying to get at was when your facilities 
were listed with Ordnance Tank Automotive Center at Detroit 
Arsenal. 

Mr. Wrirney. Our facilities had been listed ever since the begin- 
ning of the Korean War. They were one of the first places that we 
had ever sent letters and one of the first places that we sent résumés 
of our facilities. They had them there all the time. When I went 
there in January they told me that they had our facilities on file; 
they told me that they had our catalogs; they told me that we had 
been bombarding them with letters. 

I said we had written them beciuse apparently they did not send 
us anything to bid on unless we do bombard them. Here are grills, 
and there are only a few companies in the United States who have 
facilities to make them, and we are one of them—one of only 10 
grating companies in the entire United States. I mean by that, large 
grating companies. You can get a man with hammer and tongs and 
set him to work on it just like making a horseshoe on a blacksmith’s 
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anvil. But here there were only 10 grating companies of any size in 
the United States and apparen tly they were not sending out bids to 
any grating companies, including ours, and we are on the blueprints. 

Mr. Newsy. So the problem is whether or not the source lists that 
are maintained are being utilized for the purpose intended 4 

Mr. Wairney. That is the problem, and the problem is, if IT may 
sper ak quite fi: ankly, to get the peop le who do the pur hasing in places 
like the Detroit Ordnance to purchase directly from the fabricators 
or the people who can fabricate, rather than from some crony or some 
friend. 

I cannot help but believe that Austin Metal Products must be 
friendly or have some other method of getting these contracts with 
Detroit Ordnance when after Detroit Ordnance was a yprised by my 
company about all the facts about Austin Metal Products Co. . thes 
still went to such great pains to make sure that they retained this con 
tract and obtained the material from us. It seems very, very surpris 
ine tome. I know that in business, not governmental business. but in 
plain business, it would be unusual, extremely unusual, to retain con 
tractual relationships with that kind of a company. 

The Cuatrman. Let me ask you this. Does Austin Metal Products 
Co. have a manufacturing plant in Detroit ? 

Mr. Wurtney. I will answer that in this way. We sent our agent 
over to look at them. He said that fhey have a hole in the wall with 
one machine inside there, and that the machine was not working when 
he was there. He said quite obviously they listed themselves as a 
manufacturing company but he said it was also quite obvious that 
they were nothing but a purveyor of war contracts. He said they had 
nothing with which they coul | manufacture anything. 

Now, perhaps Mr. Newby went to see them. I don’t know. 

Mr. Newry. Mr. W hitney, in all fairness, you did not have ocea 
sion to make inquiry concerning these facilities subsequent to your 

visit ? 

Mr. Wuitney. No, not since my visit. I did not go back there or 
send anyone back there after that because as you see, we canceled the 
contract with them. 

Mr. Newey. The main prob lem that you were concerned with was 
a financial one, was it not? That is to say, here was a prime contrac 
tor of the Government letting a subcontract to you, and you did not 
feel that you could take the risk of fabricating his order because you 
felt that you could not get adequate financial data concerning him? 

Mr. Wurrney. That is quite true; we could not get that data either 
through the usual credit channels or through the names that he 
gave us. 

I have been looking at some of my notes while you were talking 
and there is another point that I do not think I emph: asized enough, 
and that is this: that since about December of last year, it has beet 
very, very difficult for our company, at least, to obtain bitiepitietts and 
specifications from any branch of the service, so that we could bid. 
We will get bid forms with no blueprints and with no specifications, 
and then when I write for blueprints and specifications so that we 
can bid, we will receive little postcards, that are mimeographed 


> 


84742—51 2 
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printed, such as this one that I have received from the Aviation Sup- 
ply Office in Philadelphia which says 

This acknowledges receipt of your request dated January 26, 1951, for invita- 
tion to bid No. 53528— 

opening date blank. 

It is regretted the supply of this invitation for bids has been exhausted and it 
will therefore be impossible to fill your request in time for opening. Your in- 
terest in procurement is appreciated. 

That is one where I did not even get a bid form, let alone the blue- 
prints of the specifications. 

Here is one where we wrote some place here in Washington for blue- 
prints and specifications and we received a letter saying— 

If you would care to look at our blueprint, we have it at the Aberdeen Prov- 
ing Ground. Come from Chicago to look at it and get your bid bond up and 
get your bids up the following week. 

Things like that are just impossible for the average manufacturer. 
You cannot come a thousand miles to look at a blueprint, get a bid 
bond, and get your bid in in 7 days. And the fellow who would write 
such a letter knows, or should know, that such a thing is impossible. 
Either they are totally incompetent or they do not care. 

I would like to go a little further. That is the first big point I 
want tomake. As far as the bide ling goes, nowadays you get to bid on 
one out of a hundred things you want to bid on, either because you 
get no bid forms to bid on or no specifications or no blueprints. 

Those little booklets that I was referred to the first instance all said 
something like this: “Don’t come to Washington. Whatever you 
do stay away from Washington. If you are a small business or a 
small contractor, don’t go to W ashington. Go to your own people 
who let cont racts.” 

Of course if you happen to be in a locality where nobody lets con- 
tracts, that does not help very much. At one time there were con- 
tracts let by the Bureau of Army Engineers in Chicago, but now that 
power has been shifted to Pittsburgh, or part of the power, that is, for 
prefabricated housing and so forth, through Army engineers, has been 
shifted down to St. Louis, so that one source in Chicago has gone. 

I went to Army Ordnance when they ests ablished a place at 209 
West Jackson Boulevard, and I talked with a gentleman there by the 
name of Mr. Lewis, I believe—I am trying to remember; the name 
could be wrong. At any rate, he is the gentleman who talks with 
people who want to get on the M-list, which is the mobilization list. 
He made the point in conversation—I came in to talk with him and 
had a rather comprehensive review made of all the facilities and also 
had our catalogs with me, and had copies of Dun & Bradstreet ratings, 
ratings from Thomas Register, and so forth. “I cannot get very far,” 
I said, and gave him my catalogs and so forth. And he cut through 
my talk by saying: “Can you make a whole tank?” 

I said, “No, I cannot make a whole tank.” 

“Well,” he said, “that is all we are interested in.” 

This was about the beginning of March, I believe. I said: “Do 
you know anger in Chie: ago who can make a whole tank?” 

He said, “I am doing the questioning here, and I asked you: Can 
you make a a tank?” 
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I said, “No, and if you are only interested in people who can make 
a whole ‘tank, there is little sense in Army Ordnance having an office 
here. You might just as well go to Detroit and forget it. There are 
probably not six companies in the United States who can make a 
whole tank.” 

“Well,” he said, “There is no use giving us these things or even 
putting you on the M-list. We want to talk to people who can make 
a whole tank.” 

I told him that we were already making grills for tanks and I told 
him that apparently there were some places which were making direct 
contracts for parts for tanks. 

To make the story short, I got nowhere at all. I asked him to send 
an engineer out to our plant to look it over, but he would not do it. 
It was just impossible. So as far as Chicago Ordnance is concerned, 
they have not sent out anybody to look at our plant even though they 
were invited to look over our facilities. I understand they have our 
catalogs there; he kept them and the list of facilities. But I received 
no bid forms, nothing from Chicago Ordnance. 

Up to now I have been talking about how things are on open bids. 
Now I would like to talk about the important part of contracts, and 
that is the M-list, things that are not bid on. 


EXPERIENCES IN WASHINGTON 


Finally, about the end of March, I got disgusted trying to get a line 
on contracts in Chicago and I decided I would go against the advice 
of all the booklets and would come to Washington. I came to Wash- 
ington. We have a representative in Washington who has represented 
us here on grating for several years—open steel grating and so forth. 
I told him that I- was going to see all the agencies I could see, about 
doing business because without war contracts I could not get DO’s, 
and without DO’s, I could not get steel, and without steel I am out of 
business and my payroll of 100 men have to go some place else to look 
for jobs. 

He said, all right, come over to the Gridiron Club for lunch first, 
and we will meet a bunch of the boys that do the—— 

The Cuarrman. Would that be the Touchdown Club? 

Mr. Wuirney. Iam sorry. It was the Touchdown Club. In many 
cities it is the Gridiron Club. 

Well, he introduced me to several men over there, and I am sorry, 
I am not a good politician and [I do not remember names very easily, 
but there was a young man from the Navy there, and I remember his 
name, Dave Marr. I do remember this young man. I told him I had 
come to Washington to get on the bidders’ list, and he started laugh- 
ing—he was feeling pretty good, anyway, and he said, “Bidders’ 
list?” and he said it in such a way that I looked at my agent, Mr. Me- 
Dorman and Mr. McDorman started laughing, and everybody had a big 
laugh but me. 

Mr. Marr said—I am not quoting him exactly, but he said: “Don’t 
you know that only suckers attempt to bid at these things. The bid- 
ders’ lists are for suckers. It is a sop to the general public. ” ‘Those 
are not the exact words he used but they are close enough to it. 

I said, “What do you mean, Mr. Marr.” And he said, “Somewhere 
between 95 and 99.44 percent of all contracts in dollar value are not 
bid on but they are negotiated.” 
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I said, “If that is true, | have been wasting a lot of my time bid 
ding, haven't 14” And he said.“*Yes. You will get only the very small 
end of the stick.” And then he said, “There is so little stutf on which 
we bid that when there are bids we will have sometimes two or three 
and four hundred bids and, when you have so many companies bid, 
and they are mostly, but not all, small companies like yourselves, 
almost always there is one small company that puts in a crazy bid, 
puts ina bid at about one-half what it should cost. In other words, 
they make an error on material or time and so forth, and they get 
the bid,” 

He said. “Under the lew we are supposed to eve it to them 1f they 
are a re sponsible company, and it they are and if we do give it to 
them, they lose money, and if vou were to get the bid, you probably 
wow rhe | hi ave m ade ah error. And in the second place, bidding against 
several hundred ete es, you just a make 7 money.” 

L said, "Well, if L cannot do business | V bidding, then how do L get 
a chance to negotiate wat contracts.” I said, “I happen to know 
that you have sent out probably a billion dollars’ worth of war con 
tracts to Chrysler, not all at once, but in several lots. J have sent 
letters to (¢ ‘hrysler, asking for a chance to subcontract and I have re 
ceived very beautifully worded letters stating that they thank me 
very much for the interest ] have shown and they have looked eve) 
our letters with a great deal of interest, and have filed them away.” 
However, they go on to say, “We are building a plant and some time 
as he future, when the plant is completed, in 1952, we will start on 
the Navy, or the Air contract, whatever it is.” I believe that they are 
burl ling a plant to make tanks, but the plant will not be completed 
for a year or so, “When that DP lant is completed, then we will look 
up your résumé of facilities again and if at that time we feel that 
you can make something for us and we need you, we will then get in 
touch with you. In the meantime, you may feel free to send us more 
résumés or contact us from time to time.” 

I said, “That is going to be a year from now. If we did get into 
a war ina hurry, you would have an awful hard time getting tanks 
out of a plant that is not built yet.” LT said, “Is there not any way 
you can make use of existing facilities? If you take all of the com- 
panies in the Chicago area and put them together you would find 
there was a tremendous amount of unused fac ilities that are usable. 

“T belong to the Lron League of Chie ‘ago. We have about 83 small 
fabricators in the Iron League of Chicago. I do not think that there 
1s any one of those sm: i}) fabrieators that has received any direct con- 
tract from any one of the services except us, and we have received 
only that one contract for about $3,300 worth of erills for tanks from 
Detroit Arsenal. Yet if you take those 83 companies together you 
will probably find between 10 and 20 million dollars worth of fac ilities 
and those facilities might very we Il be used before you start spe nding 
10 or 20 million dollars to build new factories or to buy new mac hine 
tools. But you will not apparently attempt to use those facilities of 
snk ll companies. 

Mr. Marr said, “That is a very good speech, Mr. Whitney, and it 
might do some good, if it were made in the proper place, but it won't 
do any a he re.” 

I said, “Why ?’ 
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He said. “We have these M-lists and they are all closed.” 

I said, *What do you mean by closed?” 

He said, “Some years ago, as a matter of fact during World War IT, 
we got up mobilization lists, and we have revised them from time to 
time, but some of them have been closed for as much as 2 and 3 years. 
If you want to build, say, the M-10 rocket container—I am just mak- 
ing that up—it would have been closed a year ago and we would not 
be interested in putt ing anyone hew on the list.” 

“So,” he said, “you are going to have a very hard iime getting on 
any M-lists.” , 

That sounded impossible to me—that a country at war would have 
closed its lists of suppliers so that new suppliers would not be wel- 
come, so I did not take his discouraging words to heart. Instead, I 
went to call on the Navy purchasing olicers with Mr. MeDorman., my 
representative. And I am very sorry to report that Mr. Marr was 
far more truthful than most of the people T talked with later on 
that week. I spent an entire week in Washington and the actual 
result of my week here is that [I came to the conclusion that every 
word that Mr. Marr told me was true. 

The Cuarrman. Before vou go on, there are one or two questions 
that I want to ask you. In the statement that I placed in the record, 
a memorandum prepared by Mr. Newby. there are two weidents 
that [ want to ask you about. One of them states that in June of 
1950—this is going back a little piece—in June of 1950 there was 
a contract negotiated with a Detroit company foliowing a failure 
of the office there to receive a quotation on a competitive basis. I 
notice there were orills that were contracted for at $59.78 each. or 
for a total of $2,591.20, f. 0. b. Detroit, and that your company re- 
ceived a subcontract to manufacture the complete grills ready for 
delivery to Ordnance at a price of less than S20 f. 0. b. Chicago. 

Was that the complete job ? In other words, did the $20 cost in- 
clude everything that would be done in the completed job that was 
contracted for at $59.78? 

Mr. Waurrney. I believe it was eighteen dollars and something. 

The Crairman,. It says, a little less than $20, 

Mr. Wurrney. That is right; and now because of the rivetted grat- 
ing that they have agreed to, we have taken approximately 10 percent 
off that price. 

The CHatrmMan. The point I am trying to get is that the $59.78 
unit is What you made fora little less than S20, 

Mr. Wnirrxey. 1 believe it was $19.60, 1f L reeall exactly. 

The Cuairnman. Does that mean that the original contractor made 
a profit of some $40 on it ¢ 

Mr. Wuitney. That is correct. 

The CHarrman. Of course I assume that would be subject to re- 
negotiation, although at that time we did not have a renegotiation 
law. 

Mr. Wurrney. I wouldn't know about that. AIl I know is that 
he was apparently charging the Army Ordnance several times what 
we are charging him, and Army Ordnance knows what we are charg- 
ing him because I told them. 

The CuHatrmMan. I notice another contract which is mentioned here, 
to a second Detroit company, calling for delivery of 198 radiator 
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grills at approximately $38.50 per grill, and that again the Klemp 
Co. did the job on a subcontracting basis at about $17 per grill. Does 
the same situation prevail there? 

Mr. Wurrnry. Yes. That is Austin Metal Products; that is right. 

The Cuatrman. Why was it that you did not bid on the first one 
which was offered on a competitive bid basis? 

Mr. Wuirney. Because we had not received bid forms, nor did we 
receive blueprints or specifications. 

The Cramman. In other words, you had no opportunity to bid? 

Mr. Wrirney. We had no opportunity. 

The Cuamman. Had you prior to that time informed the Detroit 
office of your availability ? 

Mr. Wuirnery. Yes, sir; yes, sir. Not only through our own letters 
and through our cat: alogs, wut also through our Detroit manufacturers’ 
agent, Mr. Noble Carr, who has been calling on Detroit Ordnance for 
many years. 

The Cuamman. In other words, you had actually solicited business ? 

Mr. Wuirney. We had; yes, sir. 

The CHarrmMan. I assume there had been no indication to that 
office that you could make it at the lower figure ¢ 

Mr. Wurrney. Not that figure. 

The CuarrmMan. No opportunities to present it? 

Mr. Wurrney. We had no opportunity. Our name was on the blue- 
print though, and they could have just as easily sent us blueprints and 
invitations to bid. 

The Cuarrman. Is that the job where you say the prime contractor 
got in touch with you because you say your name was on the blue- 
prints which Ordnance furnished him ? 

Mr. Wurrney. That is correct. 

The Cuarmman. And Ordnance did not get in touch with you direct? 

Mr. Wuirney. Absolutely correct. 

The Cuarman. And they have never responded to your solicita- 
tion for business of this type? 

Mr. Wurrney. That is correct. 

Senator Tnyr. May I “ sk how much time there was between the 
time the bid was let and the time the application for bid was made: 
how much time was there from the time that you made available to 
the Ordnance the information that you were fabricators of that grill? 

Mr. Wirirnrey. Well, that question is difficult for me to answer 
because I never saw the bid and I do not even know when it was let. 
The bid was never made available to us. We never heard of the bid 
in ~~ first place, but we have been sending Noble Carr, our Detroit 
agent, to Detroit Ordnance for approximately 3 years; they have had 
our catalog there probably for several years also. 

Senator Turse. The question that occurred to me, could there be an 
accident or oversight wherein the Ordnance depended on an organiza- 
tion or where the Ordnance Department had not made a study of your 
facility or your ability to produce, or that they deliberately over- 
looked your ability to prodsee at this much lower cost, and still pro- 
ceeded to award the bid to the second party, you might say, the 
jobbe ry 

Mr. Sehatiiast My answer to that would be that to overlook the 
Wiliam IF. Klemp Co. would take a great deal of talent, inasmuch as 
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the William F. Klemp Co.’s name is right on the blueprint and on the 
specifications it says: the gr cll shall be the same or equal to the William 
F. Klemp Co.’s type B-1 grating. 

It takes talent to overlook that. 

Senator Tuyr. It was just deliberately done ? 

Mr. Wurrney. They jus st deliberate s}y overlooked it? Of course I 
could not say it was deliberate. When I say they overlooked it, that 
is enough. I don’t know whether it was deliberate or not deliberate. 

Senator Tuye. In other words, the facts were there before them 
and there was no reason in the world why they should not have 
sought you to get specific information from you what you were proc- 
essing or fabricating and what your actual cost was, and it was just 
again, I would state, a deliberate oversight / 

Mr. Wuirney. That is my opinion. 

Mr. Newsy. May I add a point there, Mr. Chairman? These grills 
were advertised as proprietary items, that is, by Allis-Chalmers 
part number. They were bought as replacement parts. The custom at 
the Detroit Ordnance in doing this is not to make an effort to obtain 
the blueprints from the manufacturer but to advertise for this item 
or equal, 

I think that one point we might make is that where an item such 
as one of these grills was manufactured during World War II, per- 
haps it would be well to make an effort to see whether the firms with 
the specifications would make the blueprints available to Detroit 
Ordnance prior to making invitations to bid on the item. 

What happened was that they did not get the blueprints until after 
the bids were solicited. Therefore they did not have a chance to see 
the William F. Klemp Co.’s name on the blueprints. 

Mr. Wuirney. However, we are now manufacturing three orders 
of those grills. 

Mr. Newsy. That is true, and on the purchase from you by the 
Detroit Arsenal, it is an accident that you got the business, because 
they did not refer to the source list. 

Mr. Wurrney. I see. We got the business and that is the only one, 

and apparently it was, as you say, by accident that we got it. The 
others we got were subcontracts. 

I was talking about my efforts in Washington. After my fruitless 
efforts elsewhere to get war contracts for the William F. Klemp Co., 
I came to Washington. Of course the most important place to solicit 
war business in Washington is the Navy, since their chef purchasing 
offices are here and there is very little else here that you can solicit. 

After talking to Dave Marr at the Touchdown Club, and after hear- 
ing him tell me that I was a fool to try to bid on things at open bid, 
since 95 to 99 percent of all dollar-volume of contracts is negotiated 
and not bid on, I then went to the Navy Building and tried to see what I 
could dothere. I took along résumés of our facilities on Navy forms I 
had with me. They had sent me forms before. I took our catalogs 
and I took our Washington representative, Mr. McDorman, who knows 
some people there. We must have talked with dozens of people in the 
Navy Buildings. I have down only a few names. One was a Mr. 
Mackelvane, and Mr. Mackelvane told me that there were many lists 
for practically everything and that all of the many lists were closed. 

I asked him if he did not think there were some open lists that 
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we could get on. “Here is our list of facilities,” I said, “and you can 
see there are a lot of things which we can make—even projectile plugs, 
racks, catwalks, for ships. They have to be made of grating, and 
we are a grating company. Open steel bridge decking—we make 
those things. We make treads for ships. We have even helped 
design at the Navy s request a mezzan ine floor for an aircraft carrier. 
We did not charge them anythir neg for it, but they sent us some ideas 
and asked for our suggestions. They were going to make it of 
aluminum and we wrote back and suggested that they not make it 


of aluminum because water deteriorates aluminum and makes it 
~ ywaery, and the backwash from the jet Pp anes would also cause the 
aluminum to deteriorate. 1] ae an alloy steel and I said 
ve think that we can be of a lot of help to the Navy in types of 


floon you have to use on ships. You Wanht an open steel floor because 
vou have to have something that will be weatherproof, something 
that will be more or less impervious to weather, and vet that will 
be porous but not react to salt air, chemicals, and so on; something 
that will let the water L0 through in case the decks are washed.” 

(nd Mr. Mackelvane said, “I am sorry but all the lists are closed.” 

I said, “When were they closed ?” 

He said, They were closed 2.3.4. or 5 vears ago.” 

‘That being the case,” I said, “you must have some new ones. 
Don't you have any new contracts ¢” 

“Oh, yes, we have new weapons. I believe as far as the Mark 10 
and Mark 6. two new rockets and rocket containers are concerned, 
we have those.” 

I said, “Do you have the blueprints ?” 

Ile said, “They are not restricted, and I can show you them.” 

I looked at them and the containers are aluminum containers with 
broad tolerances of the type a small steel-fabricating shop could 
make. There are a lot of things that a small steel-fabricating shop 
cannot make because of close tolerances. In the Army aviation show 
in Chicago a few weeks ago, there were many things a small com- 
pany could not make in many cases because of small tolerances. But 
this thing that he showed me was something that any small steel- 
fabricating shop might make. 

“Now, you would not want to get on any list for that,” he said. 
“You would have to bid against people like General Electric and 
Westinghouse, and so on’—and, as a matter of fact, those concerns 
seemed to be on about half of the liststhat I saw. 

I said, “They are not steel-fabricating shops, so you should have 
us on the list.” 

He said, You can’t bid against the big companies.” 

I said, “I will tell you something. William F. Klemp has been 

business for 44 years and it has competition in its field from com- 
panies like the Blawknox Co. of Pittsburgh; the Standard Steel 
Spring, with about 10 factories all over the United States worth about 
$100,000,.000: and the A. O. Smith Co. of Milwaukee, worth about 
$100,000,000. They also make grating, and they are three of our com- 
petitors, and we have been in business 44 years. Small business ean 
compete with big business if it is given an opportunity to compete, 
but up to now the services have not given us an opportunity to 
compete. 
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I said, “Here you have a new list, the Mark 6 and the Mark 10, and 
you could not have a list because you just have the blueprints and 
you have not vet completed specifications. W hat do Il have to do to 
try to get on the list ¢” 

He looked at me and he said, “You are a kind of persistent person.” 

] said. “I would like to 20 and try to get on one of these lists, and 
run it down to its logical conclusion.” 

He said, “I will tell you a secret but don’t tell anybody what I told 
you. There is no list. I will tell you who to go to see.” 

He told me to see George Owens. room 0314, he is the man that is 
going to make up the list on this. He gave Mr. Owens as assistant; 
or else Paul Davis and his assistant George Owens. He said they 
had charge of the list, and he said, “Before you get through, Dave 
Clark,” I believe he said, a man named Clark, “will have to approve 
your facilities.” 

Well, the next day I went to see all three of those gentlemen and 
because of some of the things I had seen seemed impossible to those 
working with your committee, I asked one of the gentlemen to come 
with me to see what would happen, and young Mr. O'Connor came 
with me and listened to what went on. 

We started out by talking to Mr. Dinsmore, who had sent me a lot 
of letters. He is a lieutenant and in charge of answering inquiries of 
small business. They have form letters they send out. In other 
words, when anyone tries to get on the bidders’ list from small 
business, they get one of these beautiful form letters. 

Senator Tirryk. Would that indicate the executive had never seen it / 

Mr. Wuirney. To me it would. At any rate on this particular day 
I saw the captain who was Mr. Dinsmore’s superior. Mr. Dinsmore 
had heard of us. He said, "Oh, ves, 1 have had lots of correspondence 
with you.” His superior had never heard of us. Both of them gave 
a long story about M-lists and how there had been a terrific survey 
of all companies in the United States and they knew exactly who 
could make up what, and that once the M-lists were got up it was 
rather ditticult to change them because they had to send a copy of the 
list to a number of places. When we got through, there is a line in 
Omar Khayam which says: “When we got through we went out of the 
same door as we came in.” Well it was the same thing here. We had 
not learned anything new. 

Senator Tuyr. How long ago was this? 

Mr. Wiitrney. That was either the last week in March or the first 
week in April. 

Senator Trrye. Have you learned anything since / 

Mr. Witney. Yes, I have: not much, but a little. 

Irom there I went to Mr. Davis. Mr. Clark and Mr. Owens, all the 
people Mackelvane told me to see, but said, “Don't tell them I sent 
vou. 

" Mr. Davis said, after he looked at the list of facilities, “Sure you 
could make these things. They have broad tolerances.” 

I said. “You don’t have a list because it is a brand new item the 
Navy never made before.” 

He said, “That is true.” 

I said, “Put us on the list.” 7 

He said, “Go and see Mr. Clark. If he can approve your facilities 
you can make it. You can get on at long last.” 
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Mr. Clark started to tell me the same thing Dinsmore had told me— 
that the lists go back to antiquity; that it is a gentlemen’s club. He 
did not say it that way but it amounted to its being a very exclusive 
club and why am I trying to crash it. That is what it amounts to. 

I said, I have listened to enough from you people. Apparently you 
have a set story. I told him what I had gone through. I said, “Let us 
get down to cases. Can we or can we not make this?” 

He looked very surprised that I would talk that way. He looked at 
the list of facilities. He said, “Yes, Mr. Whitney, you can make these 
articles and I will see what I can do to get you on the list. Are you 
going to be here next week 2” 

[ said, “No; I have spent a full week in Washington. I have a fac- 
tory I have to get back to. I am leaving you now. 

He said, “We will see what we can do.” 

That was over a month ago. I have still not been put on any list as 
far as I know. I have never heard anything from Mr. Clark, Mr. 
Davis, Mr. Mackelvane, nothing from Mr. Owens. That was the end, 
and as far as I know, I am still not on any list. 

Senator Tuyr. That is, it was expected of you that you would go 
to some one on the approved list and convince them that you could 
manufacture or fabricate what they would not, and they would give 
you a subcontract ? 

Mr. Wuirney. I was told that in many cases. 

Senator Trrre. That is what they informed you? 

Mr. Wuirney. Yes, sir. 

Senator Ture. And that when you subcontracted you would make 

, they would make a profit in the transaction of handling your mer- 
€ hi andise and that would make it more expensive for the Government 
to procure an m that you were willing to sell them for $19.60? 

Mr. Wuitn That is exactly what did hi uppen on the grills. Of 
course no one ever told me that is what happened, but that is what did 
happen. 

Senator Ture. But you know what the contract and the bid was and 
you know what you furnished the grill for and you furnished it for 
$19.60 and the Government paid $59.78 ? 

Mr. Wurrney. Mr. Newby has the figure gg Actually I never 
knew what the Government paid for it until Mr. New by found out. 

Mr. Newsy. $59.78 and $38.50. 

Mr. Wuirney. In other words, almost three times as much was 
what the Government paid. 

Senator Tuyr. That is rather interesting; is it not? No wonder 
the appropriations are running up in the billions on the supple- 
ments. 


SUGGESTIONS OFFERED 


Mr. Wuirney. I would like to close with a couple of suggestions, 
if I may be so presumptuous, but I spent at least a week in Wash- 
ington, which many small-business men have neither the time nor 
money nor the inclination to do. As a matter of fact many of them 
are just not interested in attempting to get war work because of the 
difficulties they had in World War IT. 

Of course fortunately I did not have to go through that in World 
War IT. I was a private in the infantry, which apparently was much 
easier than this. 
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I am reading one of many brochures that come to my desk every 
day. This is ec: called United States Procurement News Letter, dated 
April 20. This news letter tells what is happening in Washington 
to help small business get war contracts. It says the Munitions 
Board took unprecedented action this week in a determined effort to 
help small-business firms get definite contracts. It tells a lot of 
things they are doing. It says, justified price differentials. In other 
words, they are suggesting that small business cannot compete with 
big business so it will be necessary to pay more to small business. 

As I did a minute ago, I want to discuss that for a moment. I do 
not believe that it is a question of small business being unable to 
compete with big business. If small business could not compete 
with big business there would not be any small business in the United 
States, because most of the small businesses do have to compete with 
big business. 

We are making meshes, where our competition is United States 
Steel, who sells us the steel to make the meshes, and we make the 
meshes cheaper than they can make theirs. We are making open steel 
bridge decking in competition with United States Steel through Car- 
negie-Illinois Steel Co., which is a subsidiary, and we compete with 
them and stay in business. 

We are competing, as I said a moment ago, with very large firms, 
and that is very difficult, very hard, particularly when those large 
firms can sometimes withhold steel from you because they are one 
of our sources of supply. But although it is difficult, it is not im- 
possible, and I do not have any compunctions in competing with any 
company in the United States regardless of size. All I ask is that 
we be allowed toc ompete on an equal basis. 

Small-business firms do not need any price differentials. I think 
all they need is to get on some of these so-called M-lists if that is the 
way that the purchasing is to be done through negotiations; let some 
of them on the M-list on an equal basis with some of the largest; or 
else throw open all contracts to bid and let the small firms bid against 
the biggest, and you will find that 9 times out of 10 that small business 
will get the business. I think you will find out where there is open 
bidding the small firms get the business, not the big, even though, 
as I was told, sometimes the small firms lose money at it. 

I do not believe that price differentials are necessary. I will tell 
you some things, however, that are necessary. It is necessary to 
break your purchasing down into small parts. For instance, we went 
to the Army Ordnance and asked to be put on the bidding lists. They 
said, “Can you make a tank?” Of course I cannot make a tank and as 
I told coe there are only six or seven companies in the entire United 
States that can make a tank; and if that is all they are working on, 
we had better fire nine-tenths of the corps at 209 West Jackson Boule- 
vard in Chicago, because you do not need to have several hundred 
people to look after that in Chicago. You could let them go to take 
a job in the Army or in private industry where they would be pro- 
ducing something, rather than waste their time up there. 

But actually you do not expect firms to make a « ‘omplete tank. What 
the services should do if they are really interested in getting materials, 
getting them cheaply and getting them quickly, is to take things like 
a tank, like Bailey bridges, and so forth, and break them into their 
component parts and let out bids for the component parts. 
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As I said a moment ago, I have written to hundreds, probably 
thousands, of those who have obtained contracts and we have asked 
for permission to make bids on subcontracts. So far as I know, we 
have not been asked to bid for a subcontract, for several reasons, and 
one is that until the firms are entirely loaded up with work, they are 
going to do all the work themselves and they are not going to give us 
subcontracts. If you gave me a job from the Army to build Bailey 
bridges, [ would try to build the whole thing today because I do not 
have enough work to get enough steel to keep my own po going, 
and it would not be until I got that filled that I would go looking 
for subcontractors. Human nature is the same whether it is a small 
company or a big company. I do not blame the big company for 
not subcontracting when they can make the things themselves. 

Senator Humpnrey. May I interrupt. 

Mr. Wuirney. Certainly. 

Senator Humpurey. Is it not true that many of these large com- 
panies, in order to secure these prime contracts, must get an amortiza- 
tion plan to expand their facilities ? 

Mr. Wurrney. Yes, Senator Humphrey. Before you came in I 
mentioned that they received dozens of letters from me because I no- 
ticed that they get one award after another, and always in the mil- 
lions: a hundred millions worth of tanks; $200 million worth of half 
tracks, and so forth. I figured that they must need subcontractors if 
they were to get these contracts out in a hurry even with their huge 
facilities, and I have written them letters, but as I said, I would get 
back beautifully worded letters thanking me for sending them the 
résumé of our facilities, that it was very interesting, that we had filed 
it away, but to tell you the truth, before we can start fabricating our 
war orders we are Folge to have to build a p lant and this pli int won't 
be completed for another year, and when the plant is completed we 
are going to have to tool up and that tooling is not going to be com- 
pleted for another 6 months or so. Then we will start on the war con- 
tract. Then we will be interested in subcontractors 

But by that time we could have atomic bombs raining on us. That 
is one of the things I want to stress: That instead of building new 
facilities, we make use of the facilities which we have. No one has 
gone around the Chicago area, the Chicago metropolitan area, and 
assessed that. IT understand that Cook County is the most highly in 
dustrialized county in the entire United States, but there is no one 
who has gone around to the small fabricating shops to make a survey 

f what machine tools they have already in shops that could be pro- 
ucing war goods today. 

Instead the contracts are voing to General Motors, Ford, Chrysler, 
General Ele trie, Westinghouse, ana the oreat bie companies, com- 
panies that are loaded so that they cannot finish these contracts for 
years and years to come. , 

BK ery member of your committee will know of ( ‘companies that are 
filled up for 3 years to come, and little companies like William F. 
Klemp and the other 52 companies in the Iron League of Chicago 
similarly situated, have no war contracts at all. I am the only one 
in the entire Iron League of Chicago who has such a contract. 

Senator Humpnrey. Are there any procurement or service officers 
that are stationed in these depots or arsenals, Ordnance officers, who 
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ever try to come around to see how you would fit into one of these 
planned contracts ¢ 

Mr. Wuirnery. In spite of my going to them, Ordnance has refused 
to send anyone out to my plant. 

Senator Humenrey. Has any Ordnance officer ever made a survey 
of each and every small plant or what its relationship to production 
would be in reference to a prime contract that could be let to them by 
Chicago Ordnance ? 

Mr. Wuirney. They have not, and when we asked them to make an 
inquiry, they said, or the gentleman whom I asked said: “We are only 
interested in people who ean make a whole tank. If you cannot make 
a whole tank, no.” 

That, of course, was some time in March. I have not been back since 
March. But they were not interested in doing that then. 

There was one organization that has come out to my plant, and I 
must say that it took me as long in Chicago to work this a as I have 
spent in Washington trying to work on the Navy. I got the Army 
Corps of Engineers finally to send an engineer out to my plant to 
make a résumé of our facilities, and in that one place we were partially 
successful so far. He made a complete résumé of our facilities and 
has been out three times to our plant to check on our machinery. I 
do not know whether I mentioned it, but we have added 12,000 square 
feet of additional space, and over $200,000 worth of additional ma- 
chinery and space, to our plant. 

Senator Humenrey. Did you get an amortization certificate ? 

Mr. Wuirney. No, we have not received any amortization certificate, 
although we applied for it. I do not even get answers to my letters. 

Senator Humpnrey. But you are doing that to handle these con- 
tracts? 

Mr. Wuitney. We are doing that nevertheless. We are getting it 
ready; and we have got it about nine-tenths finished. We did not 
wait. We are not like the big steel companies that way. We do not 
wait to get amortization or RFC funds before they will go ahead 
and do anything to help the war effort. The minute we got into 
the war we started drawing pay ie and making plans to expand. 
We went right ahead whether the Government would help us or not. 
We didn’t say to the Government you have got to help us or we won't 
play. It is only the big companies that seem to do that. They are 
trying to get away with it like they did during the last war when they 
received the 5-year amortization before they would agree to stop 
making automobiles and make airplanes. I was wondering when 
they were going to stop making automobiles and make planes instead. 
You may recall it took some time, until 1942, before the automo- 
biles stopped rolling, and after the automobiles stopped, the planes 
started being made in quantity. It is going to be that way this time 
if you really want planes made. 

Getting back to what I was saying, the Army engineers came out 
to our plant in Chicago three times; as a result of their coming out 


there they have sent us a letter stating that our facilities are approved 


for making component parts for Bailey bridges; not all the Bailey 
bridge, but the saddle and the floor, which is, of course, our regular 
line of business. We make regular steel flooring and that is what 
the Bailey bridge uses. We have been approved to make components 
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and also some kind of a probe of steel and aluminum to hunt mines. 

I have not seen the blueprint on the probe, although I was there 
when they came to see about the Bailey bridges. 

Now we are approved and if and when M-day comes, I do not know 
exactly what that means, but I understand we are likely to get a con- 
tract from the Army and go right ahead and negotiate the price later 
on. That is the very first definite commitment of any nature that our 
company has had. This is from the Army engineers, in Chicago. 

Incidentally, that letter has to go to Pittsburgh to be approved. 
It has not been approved. I have been to Pittsburgh and left our list 
of facilities there. They are the only people who have come out to 
our plant and the only reason we are able to get into such a program 
is that the Army engineers have done what I have just suggested: 
Take a Bailey bridge, and break it down into its component parts. 
It is quite easy. I “believe there are 93 component parts, and then 
check to see which companies can make certain parts. They are all 
interlocking. They all fit into one another. Then they can have some 
company such as Ceco Steel in Chicago, which I believe have an order 
already for $10 million worth of Bailey bridges, or the American 
Bridge & Iron Co. in Chicago, who also have an cuiet for Bailey 
bridges, to put them together. 

When Ceco Steel and American Bridge in Chicago each received 
those big orders for Bailey bridges, we wrote them both subcon- 
tractors’ letters and we said we can make parts of those bridges, but 
we received not even a reply from either one of them; in other words, 
they are doing all the work they can themselves. They want to get 
the D. O.’s to get steel. 

That is one thing I suggest: that the different buying services of 
the services break into smaller parts the thing they are going to buy 
and also break down the contracts, instead of buying | a couple of 
a million dollars at one crack, break it down a little to give the little 
fellow a chance. The idea of that is the big companies are going to 
order from 2 or 3 thousand small contractors and subcontractors and 
that may or may not be true. Up to now it has not been true. I can 
assure you that the big companies receiving big war contracts have 
done very little subcontracting up to now. 

When their pipelines become filled and clogged so that they cannot 
get out anything else then they will probably subcontract, or if you 
give an order to somebody to make up the whole doggone thing and 
the *v can sublet it for about one-third they will charge the Gov ernment, 
then they will subcontract. That is this Austin Metal Products Co. 
business. 

Another suggestion I wanted to make on these M-lists, as the Navy 
has told me, many have been closed for 2 or 3 years, and it is time 
they either got thrown out, interred, or burnt in a big bonfire, or time 
they got opened up again. There is no country that can afford to 
think that it is safe merely because it was safe 2 or 3 years ago, and 
had manufacturing companies 2 or 3 years ago who were ready to help 
them in case of war. 

Businesses never close their lists of suppliers; they keep them open 
every day, and I think if I were to walk into any new or old oil com- 
pany down in Texas that had never heard of us and said: “I want to 
bid on your structural steel footwalks, the fact that they had never 
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heard of me would not prevent them from taking my card and taking 
my catalog or my bid. They would be mightly glad to take my bid 
if they got better service, better price, or better grating.” 

The Government cannot live by itself, w ithout broadening its base, 
broadening its M-lists, if that is the way they want to buy. 

Now there is another thing; I think is kind of ridiculous to have 
an M-list on lots of things and I think on a lot of things there should 
be more bids. The idea that 1 to 5 percent of war contracts are on 
bids strikes me as rather silly. A lot of things that are not restricted, 
that are not secret, and that many people can make are not on bid, and 
you will save the Government money by getting bids rather than by 
negotiating. 

I think the United States pays more money for its ordnance, more 
money for anything made for the Army, Navy, and Air Corps, 
than any country in ‘the world. I believe at one time I looked at the 
comparable figures for battleships made here and made in England, 
and it is ridiculous the amounts we pay for our ordnance compared 
to what other countries pay. 

Then, another thing I was very much surprised at was the attitude 
of some of the purchasing officers that the Government has; particu- 
larly, if I may be permitted to name dates and places, in Detroit 
Ordnance. I got the impression that the purchasing agents there 
felt that outsiders who come in and try to get on their lists were ruf- 
fians who were trying to shoulder their way into a very, very exclusive 
set-up, and that they would be very, very happy the faster we got out 
of the place the better. 

I could not help but obtain that same impression at some of the 
other places that I went here in Washington, particularly the Navy; 
not with everybody, mind you, but with a few of the men. I felt they 
were trying to be pleasant and show a lot of teeth and a white smile 
and move me along like people who are waiting in line at a reception 
to shake the hand of some big man, but keep moving, please. I got 
that impression here. 

I am of the opinion that, just like police captains in a municipality 
are rotated from district to district, figuring that they won’t know so 
many people in the new district, and won’t know so many cronies to 
whom they owe favors—I am of the opinion that such a rotation of 
the officers in the Armed Forces might do some good. I think there 
are people who might know too many purchasing officers, not only in 
Washington but in too many places where purchasing is done. 

I think that a rotation might possibly be of some benefit there. 

Then there is another thing. When we small businesses do bid on 
Government orders, I believe that the law should be followed. The 
law says that we are allowed to have a résumé of the bids if we are 
one of the bidders. Earlier in the testimony here I told of my effort 
to get résumés of bids when I bid and how the one résumé I did get 
without hiring somebody to get it was because I had to get hold of a 
United States Senator and have him write a letter before they would 
give us a résumé, 

Too many times we got a letter saying, “Sorry, we are too busy to 
send you a résumé.’ They could have a résumé printed, just as they 
have the bidders’ ele printed. Without knowing how you stood on 
the résumé, you have no way of knowing how to bid on the next one, 
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and I think that should be followed, and the mere fact that a man has 
an eagle on his shoulder or a couple of stripes should not make him 
feel that he is above the law. He should still follow the law. 

Now, the most important thing I have in mind is this: I have 
touched on this. 

Senator Tyr. Mr. Chairman, may I interrupt at this point. 

Senator Humpnurey. Yes. 

Senator Tuyr. There is one witness that should be called before 
we recess, and we know we have a legislative session that convenes at 
12 o'clock. I wonder if, without being rude or trying to push you, it 
would be possible to have your point up briefly so ‘that we could reach 
the other witnesses before we recess. 

Mr. Wuirney. All right. This was to be the last paragraph or 
sentence anyway in my statement, and I am glad you mentioned that. 
The most important thing, I think, that could be done to help not only 
small-business men but also the Government itself in its procurement 
efforts would be to appoint engineers in each industrial area to make 
résumés of the plant fac ilities. I do not mean to get copies of ré- 
sumés such as I’ have here along, but to go out and make actual 
résumés of the plants and to have forms that they fill out themselves, 
and to talk with the plant engineers about the availability of power, 
the electric system they have available, and so on. For instance, our 
plant has 1,500 kilovolt-amperes of electricity. A lot of those things 
can make a lot of difference as to what you can make; and then to 
make their results available to all the branches of the service. In 
other words, it would not be necessary to have a man for Ordnance, a 
man for Navy, or a man for the Air Corps to come out to our plant if 
you could have one man come out on behalf of all the agencies, 
one man who perhaps had gone to school and learned somewhere, 
from some central procurement agency, if there is such a thing, just 
what is required. I had read somewhere that there is supposed to be 
such a thing, but I have not seen it much in evidence—but some man 
who could learn what things can be procured from small businesses 
and then come out and look at the small-business houses and help the 
owners there determine what they possibly could make; there is no 
suc . thing being done. , 

As I said, I had one man come out to my plant mainly because, like 
a bull log, I kept after it, but I also see 83 other plants in the same 
category as ours, small business, in the Iron League of Chicago, and 
that must represent millions and millions of dollars in each one if each 
one has hundreds of thousands of dollars’ worth of machine tools; and 
such a survey, if done by competent engineers, honest engineers, would 
be very helpful to the Government and would be helpful to small 
businesses in helping them get get direct contracts with purchasing 
agencies. 

“That is all I wanted to say. 

Senator Humpnrey. Thank you very much, Mr. Whitney. We ap- 
prec late your testimony. 

Our next witness is Mr. Campbell of Tulsa, Okla. Mr. Campbell, 
we fre very happy to have you with us. We would ask you to pro- 
ceed as Senator Thye suggested a moment ago. 

Mr. Camppeu. Yes, sir. 
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STATEMENT OF ROBERT CAMPBELL, HINDERLITER TOOL CO., 
TULSA, OKLA. 


Mr. Campreti. I am Robert Campbell, vice president and general 
manager of the Hinderliter Tool Co. of Tulsa, Okla. 

Senator Humrurey. Your major production is what / 

Mr. Cameppetr. Oil-field equipment. 

I should like to make it clear at the outset that we do not criticize 
big business. 

To point this up very quickly, it seems to me a long way from what 
the Senate wishes done to the buying which the previous witness has 
gone into in some detail. I can support a gr ‘at deal of that testi 
mony with actual cases where we have run into the same thing for 
very many months. 


It seems to me that what we have to do is simply to get down to a 
practical policy ot carrying out the laws which the Senate id th 
House have passed. The first part of that is decentralization and 
whether it is to be followed as a policy or merely orven lip service, 
I have four or five of these statements here that the press publi 
statements from the Munitions Board, General Marshall, Mr. Hat 
rison, and others whi hy vo over some of this Ip sel ice, but the \ 
do not say in any practical way what can be done to accomplis 
cLer 1) rer | if rt). We all | tk Ol rT. ANG a } uwrenti ( l Wa 
ingt m people and thie iO I ! t dio, DUT We ve { tL te | 
practical n ans to vet tot { (| 

( rtainl \ i ( } ( \ 
trom 1 ael { { ! ( i 
Ot Veit yin x nt ) 
cit OO} th; | ) ] j i l uo [ H l 
Pool C j wn try 9 t ( 

1) tt poy} i l r 1) } 
ne | s | ( Wwe £ l ( i I 

iso NO. Hii \ Ct) ryt 
SO }MNE K ( ne 1! ! 
these 4 \ himent reco C10 via ! i very p 

urement of! bea rive i Ista ( 

appointee but i trained e1 hee 0 KniON out mechine 

1 think you will find in most of this testimony tha ‘hine tools have 

i oreat deal to do with it. \m who has been mn Tactories, Who Is 
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In addition, there should be a board of Lippe ils in each one « f 
districts so that small business could presel t its troubles. 

He should have some kind of power 1h which he can aige out nh 
formation, such as Mr. Newby has done, from the various Ordnance e 
centers, 

The second thing, after the spe ialist, is that I do not agree W ith the 
breaking down into component parts so that it can be bid on by many 
people. It will never work. You will have trouble if you pull a tank 
apart and break it down into its component parts; it will not work. 
It is not working now; and, if you are going to syphon this work out 
through various areas in the country, you are adding more to the 
analysis without additional bids. 
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I agree 100 percent that we get the bids too late; we do not get the 
blueprints. We are not trying to handle any more Government open 
bidding. We have quit. 

Senator Ture. Do you participate in subcontracts? 

Mr. Campsett. We have not as yet, but we have been given many 
opportunities to bid and we have spent a lot of time and money. 
Actually we are getting some out of this from Detroit particularly, 
because our plant lends itself to tank work. 

To get back to the definite things, it is our opinion that it should 
be mandatory—and, notice, I use the work strongly—that, once a 
contract of a million or two million or ten or a hundred million is let, 
a certain percentage of that, dollarwise and productwise, that this 
engineer by an: alysis should determine should be subcontracted; and, 
in addition to that, and this is point No. 2, to the sparsely populated 
areas, 

The Munition Board’s own figures very definitely show—and I am 
talking now about total billions of dollars—that Illinois had 4 per- 
cent and Michigan 7.7 percent; and I am purposely leaving out air- 
craft because that is a wholly different subject, and I am talking 
about Navy and Ordnance work. It shows that they are taking the 
easy path. I do not blame them for that; we would all do it. There- 
fore, you must set up some kind of definite law that, when the contract 
is let, a certain percentage of it must be subcontracted. 

Certainly we would like to see the over-all administering of the con- 
tracts done by business, assuming that some of it would flow down, 
because we think we would have a far better chance to work it out 
realistically, and then accomplish what we want to do. So the over- 
all contracting should be done by business, and it would not only save 
the Government money but would be worked out better. However, it 
must be mandatory or it would not be carried out. 

Third, we say these officers ought not to be burdened with the 
a specifications for bids. The open part we do not agree 
vith. We think negotiation is very much better to go on with. ‘The 
time element on bids is such that we just do not have the time on bids. 

Senator Humpnurey. You mean that we should negotiate with the 
mandatory provisions on the subcontracts ? 

Mr. Camppetn. Yes. I agree with that 100 percent. I am talking 
about remedies to accomplish the decentralization, rather than what 
ha happened in the past. 

Senator Humpurey. So that your principle is that negotiation is 
more competent. It gets the job done, prov ided there is this manda- 
tory provision for subcontr: acting and providing the rest of the 
economy shares in the contract. 

Mr. Camrsert. That is it exactly. You can do it more quickly, 
more expeditiously, and in the end more cheaply, and I am talking 
about the Southwest and Southern States. 

Now for one word about price. I agree some firms can quote prices 
with which others cannot compete, but there are two things which 
must be taken into consideration. I used the word “Southwest” there 
because I wanted to emphasize that I was not talking just about Tulsa, 
Okla., or Houston, Tex., but we have to buy a great many things back 
here in the East, so that our raw material adds up both ways, to get 
into our plant and finally to get it back into the center where it is to 
be assembled. 
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We cannot compete on that as far as transportation is concerned ; 
but, as far as labor is concerned, it can be done. 

Another thing is that a great deal of high-speed machinery from 
the last war was bought up ) after the last war; and, if they so cared, 
they can make bids very much lower; and, therefore, the engineer 
has to be there to make sure the subcontractors who are bidding are 
putting in a fair price based on the equipment they may have. They 
may have automatic equipment in one case costing $100,000 or $150,000 
and in another case, $10,000 or $15,000. If there were a price quoted 
of $12.01 apiece as against $12.27, the freight on the material would 
very soon eat that up. 

Senator Humpurey. Your point is that this whole transportation 
charge is a very important part of the delivered price ? 

Mr. CampseLy. That is correct. 

Senator Humpnrey. That again brings up the question of the 
freight differentials. You see, out in the Midwest and the South we 
have a differential as compared with the East. 

Mr. CAMPBELL. Yes, in Iowa. 

Senator Humpurey. And Minnesota. 

Mr. Camppety. That is right. 

Senator Humrenrey. They suffer not on the basis of productivity. 
Actually they can produce the unit f. 0. b. Des Moines or Galveston or 
Tulsa as cheaply as they could at Sovess City or Newark, but they 

cannot deliver the commodity at the same price because of the freight 
diffe re ntial, and also because of distance hauling. Is that your point? 

Mr. Campsrt.. That is correct. And it must be taken into consider- 
ation in effecting decentralization. 

Senator Humenrey. Don’t you think it is about time that we elimi- 
nated the freight differential. Actually the freight differential puts a 
premium on the centralization of our economy. Here we are talking 
in the Government about dec ntralizing our economy, the industrial 
aspect of our economy, as well as the governmental parts of it, and we 
put a premium on keeping industry located on key ports o or key rail- 


road terminals. Thereby the wh ole law of economics runs against a 
program which is sensible in terms of atomic attack or any ; had of 
attack 

Mr. Camppeit. Plus the impact upon the economy. He Te is what 
happens. You have to keep people from even one shift a lay in one 
part of the country while you work them three shifts a day i n another 


part of the countr 

Senator Humpurey. Plus the fact ms vou have all kinds of com- 
munity dislocation, there are calls upo ie Government to build hous- 
ing, calls upon the Government to pro ») ‘de auxiliary services in these 
new centers, so that what you are doing is in fact placing a premium 


on community dislocation and extravagance, when we have these 
plants already located in commun ity centers with all these facilities 
ready and available on the spot. 

Mr. Camppetn. That is correct. You have put my poin t very clearly. 
Those things cost the economy a lot of money and probab ly muc *h 
more than the slight differential which I mentioned on freight when 
goods oo to the South and to the Southwest. 
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Senator Humpnrey. That is what IT want to bring to our attention. 
We talk about a negotiated price, bidding, or whatever it might be; 
the contract price is paid by the Government. The main procure- 
ment office has to pay a certain price. And the Government has also 
to pay a price for the moving of workers. For example, if you move 
a mana onsiderable distance in building a plant under anew develop- 
ind then go in there and establish higher wage rates than vou 
would back home, that kicks up the cost of that commodity. You 
have got the higher wage rates, the housing, the community facili- 
ties, the hundred and one different thir os, all ultimately added to 
the taxpayer's bill. 

Mr. Camppenn. That is the point Tam making, Senator Humphrey. 


You fot it mim “lintely. If this decentralization is not carried into 
effect, we will be faced with these problems. We must do more than 
pay lip service to decentralization. This specialist would be a big 
he Ip to us 1 these offices, providi Oo he Wel trained in production 
and k Wn hine tools. 


Senator Humpnrey. Let me ask Vou thi jl tion. Have you had 
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\I Camppett. That is true. Each gro Dp h eome to the plant 
but ea h vroup ha been separate. ; 


I 
Senator Humpurey. Have you anv questions, Senator? 
Senator Tuyrr. I think the witness has covered any points I had in 


mind that I was seeking information on. 

Senator Humpnrey. If you have any information which you would 
care to rive for the purpose of the record, we would be happy to 
have it. 

Mr. Camppetni. There was a letter to Mr. Newby, which I have 
already given in different form. 
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(The letter referred to is as follows:) 


HINDERLITER Toor Co. Division, 
H. K. Porter Co., IN¢ 
Tulsa, Okla., May 15, 1951. 
Mr. JoHN E. NEwsy, |fR., 
Special Counsel, Senate Small Business Committee, 3 
131 Indiana Arenue, Washington, D.C 

Dear Mr. NEWsy: Please pardon the delay in getting the following information 
to you. 

Unfortunately, our sales manager has been in the East visiting the naval 
supply depot and other defense contractors, as well as stopping at the Detroit 
ordnance, He had the files with him on the specific cases that I wanted to cite 
to you. 

First, I would like to repeat as I mentioned to you in Washington that our 
company has not written any letters of criticism to any agency or Government 
officials in Washington, or until last week when the writer had an appointment 
with Senator Kerr, did we contact any people in Washington. 

It is our thought that we should make extensive attempts in our own behalf, 
both by letters and personal calls, to build up a story of what the actual condi- 
tions are in the placing of defense orders today. 

What we have to contribute is not in the nature of complaint nor our own in- 
dividual situation, but rather presented to you as an over-all picture of the 
small-business situation in general, particularly as regards areas which are 
located at some distance from the heavily populated cities and manufacturing 
centers. 

As we mentioned to you, it is not going to be enough to issue complex letters 
of policy from the Munitions Board unless they are followed through down into 
the various procurement offices and buyers. Too much lip service has been given 
in the past and allowance of interpretation of the policies by the individual 
procurement centers. 

One of the new policies which we read is to be adopted by the Munitions Board 
is that of assigning a small-business specialist to each Armed Service procure- 
ment office throughout the country. At the earliest possible moment, this should 
be done, with the general advice to small business firms that there is such a per- 
son in these offices to whom the small-business man can appeal and through this 
agent have his case and a hearing before the various buyers. Certainly it should 
be made clear to the procurement buyers that they will have to pay some atten- 
tion to this small-business specialist who is to be placed in these offices. 

Secondly, we note that there is to be developed a fixed program of encourage 
ment of subcontracting. This word “fixed” should be spelled out in minute 
detail in some sort of mandatory form where the prime contractor must, in 
signing a contract, guarantee to subcontract a specific percentage. Naturally, a 
leeway in the percentage should be made so as not to interfere with over-all pro 
duction; but unless there is a mandatory percentage attached to the contract, 
it'll be the natural urge of all prime contractors to maintain, under themselves, 
as much of the original grant as they possibly can. Further, in addition to 
making it mandatory that there has to be a set amount of subcontracting, it 
should also be made mandatory that this subcontracting must extend into the 
more sparsely populated areas. 

Frankly, in our opinion, the policy of decentralization is the most important 
one that the Small Business Committee can force the Munitions Doard to adopt 
There has been a lot of talk about decentralizing, but the figures which were re 
leased by the Munitions Board themselves, prove that subcontracting has defi 
nitely taken place in the areas surrounding the ordnance depots and the prime 
contractor’s plant. 

Excluding the aircraft contractors, if you'll note the States of Illinois with 
4 percent of the total, Indiana with 5.5, Michigan with 7.7, Ohio with 6.5 show 
that the decentralizing is simply a myth and that the prime contractors are defi 
nitely subcontracting within these concentrated areas in spite of the announced 
policy that decentralization to the south and souhwest is wise, both from a de- 
fense standpoint as well as an economic standpoint of not upsetting small busi- 
nesses in the South and the Southwest States. 

Attached is an exhibit which came from our salesman in the Cleveland area 
which, I think, gets home to you in an actual fashion what the attitude of a large 
prime contractor on tank manufacture is. It’s easier for them to control their 
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subcontracts in nearby areas, and for that reason, unless they're forced, they 
will not subcontract this work out into the areas which are farther away. There- 
fore, to return to the subject of this particular part of our report, the program 
must be fixed not only again from the percentage of dollars that the prime con- 
tractor must subcontract but also that in addition, he must be required to sub- 
contract at least a reasonable percentage into the more sparsely settled areas. 

One of the other policies that we see mentioned is that there must be a definite 
understanding that a payment of justifiable price differentials in negotiated pro- 
curements to allow for freight differential must be established. 

As we told you, keep in mind that this freight differential must work, not 
only from the subcontractor’s plant to the point of the prime contractor, but 
also allow the subcontractor more money to bring the raw materials into his 
plant, as many commodities must be purchased by the southern and south- 
western business people from the northern part of the country. In other words, 
there is a freight differential both ways which must be taken into consideration. 

Also in the matter of price, may we point out to you that the large, powerful 
manufacturers were able to buy up a great deal of equipment after the last war, 
and many times have more modern, higher-speed efficiency equipment than the 
smaller manufacturers. Therefore, there may be a cost differential which also 
must be taken into consideration if this problem of decentralizing is to be worked 
out. 

While we are on the subject of price, we would like to make two other com- 
ments: (1) There are two types of bidding which should be watched for and 
absolutely discouraged: (a) Where the big people, on account of their size, can 
bid so low that it makes it impossible for the small people to compete; (b) where 
manufacturers who are not regularly engaged in the business may come in and 
quote prices which are entirely out of reason, and then after they have obtained 
the contract, come back as they are entitled to under the law for redetermination. 
Therefore, we most certainly suggest that all sources be thoroughly investigated, 
and that this be mandatory upon the agency before contracts are let. 

We are attaching an example of what we mean by this shown on the naval 
aviation supply depot, invitation H-51-620, which was opened last October. You 
will note that legitimate manufacturers and jobbers who were customarily in 
the business of supplying this type material are relatively close in price, whereas 
there are three who are far under the legitimate manufacturers. 

Apparently, these people unfamiliar with this type work didn’t take into con- 
sideration that this material was to be Monel, as the price of the stem alone by 
the size of the rest of the value, as you can see from the attached exhibit, is 
almost the price they are charging for the valve. You know that this type of 
unscrupulous or just plain inefficient bidding has been countenanced in the past 
and certainly ought to be discouraged. 

While on the subject of the Navy supply depot, we might give you some other 
information which will be valuable to you in your considerations. 

We refer to completely conflicting, at least in our opinion, policies. We have 
been, not forced, but certainly intimated politely that unless we bid on a current 
inquiry PG4—-H-19—428 (J. F. C.) 155/145674/51 which calls for a special valve, 
we certainly aren’t going to get much consideration in future business from this 
supply office. It so happened that the material covered under this inquiry is 
very special, but has been developed both as to patterns and manufacturing ex- 
periences by a legitimate manufacturer, Walworth Manufacturing, one of the 
leaders in the valve field. 

The Navy insists that they must have a second source. 

We are going to prepare quotations, as we have said more or less for the above 
pressure reasons. 

However, contrast this to the opposite policy where for plug valves, of which 
we are a regular manufacturer, they customarily buy only one type. That is 
ACF, and this factory is located in only one place, Detroit, Mich., again in a 
highly industrial area. There is a 10-percent differential between the Merco- 
Nordstrom and the Porter valve against the ACF and yet, where the Navy wants 
two sources which is certainly sound business policy and should be sound de- 
fense policy on the special valve, they don’t see fit to do this on plug valves. In- 
cidentally, the reason for the price differential is that in the ACF valve which 
is a straight cylindrical plug, while ours is a tapered plug which costs more 
to manufacture. The valves are interchangeable as far as a dimension stand- 
point. 

What we're trying to say is that the policy should be consistent, and we cer- 
tainly don’t feel that this type policy is consistent. We are not even given 
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the opportunity to have our valves tested as the standard plug valve of which, 
of course, they use many thousands over a period of a year. 

We repeat again that we believe from a defense standpoint, it’s certainly well 
to have at least two or three sources from a protection standpoint and also from 
an industrial standpoint from losses of time due to strikes, weather conditions, 
transportation, ete. 

We have commented then on fixed rules and incentives for prime contractors 
to subcontract, and the fact that there definitely should be a policy that buying 
should be made from others than the lowest bidders. 

At this point, we would like to give you our experience and our opinion as re 
gards the published bids as against the negotiated bids. 

In our opinion, the negotiated system is more satisfactory as en the public 
openings we have found that by the time we are able to obtain a copy of the 
bid and write back for many of the specifications which are required by that bid, 
we do not have time to meet the closing date. Please note what we have said 
that in many cases, all the specifications, that is the Government specifications, 
which apply to that bid are not enclosed and it’s impossible to write back and get 
these returned to us for study in time to make a careful bid. Further, in the 
case of negotiated bids it seems the Government would have more time to ex- 
amine the people with whom they are negotiating as to their ability from a per 
sonnel and equipment standpoint to do the job in question. 

You ask for two samples of the bidding on items where our company was not 
quite low but where certainly the principle of decentralization was not fol- 
lowed. 

We were asked to quote by the Detroit Tank Arsenal, Centerline, Mich., on 
15,000 Volute spring assemblies which will be attached to the bracket #D7058036, 

We were told that our price on the bracket was very much in line but that 
the Eaton Spring Co. of Detroit, who were awarded the contract for the whole 
assembly at a price of about $30, did not wish to subcontract the bracket. In 
other words, they wanted to do the whole job. 

This is exactly the type of thing that we referred to in the other parts of our 
letter that by law they should have been required to subcontract that portion 
of the assembly, because, here again, the Eaton Spring Co. is located in the 
highly centralized industrial area. 

Incidentally, we may add that we now are going to try to make these springs 
in our own plant so that we can submit a quotation on the next bid. We thought 
it was a good example of what we were trying to disclose to you of bids being 
placed again only in highly industrial areas. Incidentally, this was for about 
15,000 pieces at a price around $17 which as we told you ran up approximately 
in the quarter of a million dollar price bracket. 

The other bid was on inquiry 51-24524-S1 (776-18-225A) for 5,494 retainer, 
front wheel arm, in accordance with United States Army Ordnance Department 
drawing No. €102455, revision 5, dated 2-20-1945, for which we quoted a price of 
$12.01, or a net amount of $65,000. 

The low bidder on this quoted $10.75, the next highest bidder to us, our bid 
being second, quoted $12.27, and many of the others as high as $16 or $17. This 
business was placed in Cleveland, Ohio, we believe to the Carpenter Manufactur- 
ing Co. but we are not sure of that award. 

The point is, however, that taking into consideration the differential in freight, 
our price was very much in line and vet again, the Ordnance saw fit to place 
this business in the highly industrialized center of Cleveland where already the 
awards have been heavy on defense subcontracts. 

We believe these are the two cases which show clearly that it certainly isn’t 
the disposition of the Ordnance to award contracts, that is subcontracts, outside 
of the highly industrial areas which, as we say, is proven by the percent of total 
award figures in dollars taken from the Munitions Board's own report. 

We think it worth mentioning to you in passing that a small-business man 
ean do an outstanding job in the defense production when the type of business 
is placed with him that he can handle. 

We are pleased that we were able to help on a very rush contract, details 
of which are attached. This is a very vital item needed in a hurry and we were 
able to make shipment within the 30 days’ rush the contract specified. This 
of course meant that other small concerns in Tulsa and the surrounding area 
had to assist in the form of castings, screw products, rubber, and other miscel- 
laneous parts. 

A great deal can be accomplished where business is placed with subcontractors 
who are equipped both in machinery and personnel to do a specific kind of work. 
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frankly, our own company is not actively soliciting aircraft subcontracting 
as we have neither the equipment nor the personnel to handle these extremely 
close tolerances which are required 

lor us to get into this work would mean that we would have to hire new per 
sonnel and feel our way, so to speak, into this type of production. 

Until maximum effort was necessary, it would seem that each manufacturer 
should be favored with contracts which are peculiar and fitted to his physical 
and personnel qualifications 

In closing, we would again like to emphasize that the most important phase 
and policy to be established is a definite one of decentralization if that is whut 
the Senate and the Munitions Board decide upon. 

To carry out this policy exact directives which cannot be misinterpreted by 
procurement agents down the line will have to be issued setting forth some of 
the Olicies whieh are outlined above 

We hope that our comments and examples are helpful to vou. If there is any 
further information that vou want before the session next week, I am sure that 
f you will phone Mr. Knight, our Washington representative, he will be glad 
to get in touch with me as it is our desire to aid in presenting information which 
will be helpful in the over-all small business procurement situation. 

Thank you very much for your courtesy, and I look forward to seeing you next 
Tuesday, May 22, in Washington. 

Very truly yours 

H. K. Porter Co., INC., 
HINDERLITER Toot Co, DivIsIon, 

R. A. CAMPBELL, 

Vice President and General Manager. 


Senator Humpnrery. Mr. Alloway, would you come forward? 


STATEMENT OF E. B. ALLOWAY, PRESIDENT, MURR 
MANUFACTURING CO., CHATTANOOGA, TENN. 


Mr. Attoway. My name is FE. B. Alloway, and I am president of 
the Murr Manufacturing Co. in Chattanooga, Tenn. Our company 
Was organized in 1942 as a sheet-metal die manufacturer, for the pur- 
pose of manufacturing sheet-metal dies for the Chattanooga trade 
area. In 1948 I became interested in the company and we were in- 
corporated in that year and installed the stamping department that 
consists of all types of small metal stamps, and we also make a com- 
plete line of standard steel washers for the hardware trade and for 
various manufacturers, 

Our first experience in trying to obtain information relative to 
defense orders was when I made a trip in the latter part of December 
1950 to Atlanta ordnance office to get information where I should 
go and just what the procedure was. I was informed by their office 
that the Cincinnati ordnance office handled the bids and placing of 
bids for our territory and they suggested that I leave a list of our 
facilities and a letter there to the Cincinnati ordnance office, which 
I did. 

In a short while I received a letter back stating that our name had 
been put on their list for future reference as to bids. 

We heard nothing further from them to this date. And then in 
the latter part of January, or during January, the National Produc- 
tion Office opened in Chattanooga in the James Building, so along 
with other small manufacturers, we would go down there each morn- 
ing and obtain a synopsis sheet of the various items the Government 
Was interested in receiving bids on. In one specific case it was an 
item of buckles out of the Detroit ordnance that we were interested 
in, so I wrote and asked for an invitation to bid which I received very 
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promptly. But it was a printed form, and there was just a small 
sheet that was in with the invitation to bid stating the specifications 
number; it gave the number, and if it was not available, to contact 
the nearest ordnance office. And in that particular instance, it was 
Anniston, Ala., and so I called long distance and was informed by 
that office that they had numerous requests for different specifications 
but they were not available. He suggested, I believe, that I contact 
another office: I don’t recall which it was. I called Mr. Jordan in 
our local office and asked him what he suggested doing. He said, 
as I had tried the various offices they suggested and it was not avail- 
able, to write to the Detroit office again, which I did. 

In a short while I receved a letter back stating that in view of the 
short time on the bidding to the closing date, it would be impossible 
to make up the specifications, and give us time to get a bid in in time 
before the closing date. 

So that was about three or four different contacts we made with 
about the same results. 

So then I went to Oak Ridge, to the Maxon Construction Co., and 
talked to their purchasing agent, and we received after that four or 
five orders through a subcontractor whom we met. 

Also, we left a listing with National Carbide & Chemical Co. We 
had not as vet had any business from them but we had some very nice 
orders from Maxon Construction Co. on the Oak Ridge project. 

That is about the extent of our obtaining contracts on Government 
work. 

One suggestion which I would like to make on the local National 
Production Office where we get the sheets daily stating the items 
available for bids, and also at the end of the week we get a résumé of 
the bids that has been placed in connection with these drawings and 
specifications and blueprints, is this. If our central office there, which 
represents the Chattanooga area, could get them more quickly, it 
would be helpful. Most of the time there is only 10 or 15 days elapses 
before the close of the bid, when you get the sheet from the Na- 
tional Production Office. Some of the other manufacturers in Chat- 
tanooga, Tennessee Textile Machinery Co., and Broad Street Machine 
Co., do similar work to our plant, and have experienced about the 
same thing. 

I know that Mr. Passons of the Broad Street Machine Co. has writ- 
ten perhaps 15 or 20 letters, and has never been able to obtain an 
order on anything that he wanted to bid on. 

One other thing we have run into there is that daily there is an ad 
from some of the eastern or northern concerns advertising for steel 
help and promising steady work and lots of overtime work. Our 
small manufacturers, and Iimagine some of the larger ones, if that 
continues to prevail, where there are no definite orders, at least where 
there is no allocation to make steel to produce the item that we nor- 
mally make, are fearful of losing a lot of our steel help before such 
time that we do get some orders, so that when we do get some orders 
we will not have any help to produce our goods. 

Senator Humpurey. It will break up your whole skilled operation : 
is that it? 

Mr. Attoway. That is right. 

That is about all I have. 
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Senator Humpurey. Have you any questions, Senator / 

Senator Ture. I have no questions. 

Senator Humpnrery. As I understand the case it is primarily that 
there are very few major prime contracts in your partic ‘ular area and 
you have he ad ver y litle opportunit; y to receive subcontract awards ¢ 

Mr. Atitoway. That is right. 

Senator Humpurey. And you feel that there ought to be some con- 
sideration given to it so that it ought to be a matter of policy in giving 
them these prime contracts that these facilities be used for subcontracts 
so that a skilled labor force may be held together in the respective 
communities; 1s that correct ? 

Mr. Attoway. That is correct. 

Senator Humpnrey. I want to tell you that what you have stated 
about procurement notices appearing in local newspapers soliciting 
skilled labor to go to larger centers is am of a universal picture. 
People in my part of the country are constantly complaining of exactly 
the same thing and I think it should be kept in mind that if we are 
going to have efficient production mechanisms; if you lose a few of 
those skilled key workmen, which may be attracted by these advertise- 
ments which promise higher wages and lots of overtime and other con- 
cessions, that is going to break down your local production mechanism ; 
is that correct ? 

Mr. Attoway. Yes. 

Senator Humpurey. Have you lost a great many skilled men ? 

Mr. Atitoway. We have lost one man and Mr. Cobble of Tennessee 
Textile Machinery has lost one or two men. 

Senator Humpnrey. Key people? 

Mr. Atioway. To a certain extent they were. In other words, they 
were above average employees. 

Senator Humpnurey. Are there any other matters that you would like 
to present for the record ? 

Mr. Attoway. I have three letters here from the plants I mentioned. 

Senator Humpnurey. They will be entered in the record at this 
point. 

(The letters referred to are as follows :) 

TENNESSEE TEXTILE MACHINERY CO., 
Chattanooga, Tenn., May 18, 1951. 
Hon. JOHN SPARKMAN, 
Select Committee on Small Business, United States Senate, 
Washington, D. C. 

Drar SENATOR: We have been advised by Mr. Roy C, Craven, Sr., that Mr. E. B. 
Alloway, president of the Murr Manufacturing Co., Chattanooga, plans to appear 
before your committee the week of May 21. 

We wish to go on record in advising that we are 100 percent in agreement with 
Mr. Alloway and Mr Craven’s thoughts regarding the situation confronting the 
small-business man in regard to materials and supplies needed to maintain our 
civilian production and the possibilities of securing defense orders. 

From April 1 to the present date we have had at least six cancellations on steel 
orders on which the warehouses advise they did not have the particular sizes 
ordered and since the delivery to the warehouses from the mills was so indefinite, 
they preferred to cancel rather than place on back order. As of this date it has 
been necessary to lay off approximately two-thirds of our working force at one 
of our plants, due to present conditions and unless the steel situation improves 
we may shortly be forced to close operations at our other plant. 

Any relief that can be secured from Government agencies by your committee 
will definitely be of great benefit to many people in the small-business field, As 
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you well know, unless such relief is forthcoming many, many small businesses 
will be forced out of existence. 
Very truly yours, 
TENNESSEE TEXTILE MACHINERY CO., 
J. A. COBBLE, Owner. 


BroaD STREET MACHINE Co., 
Chattanooga, Tenn., May 18, 1951. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

DEAR Mr. SPARKMAN: We have turned over to Mr. EF. B. Alloway our file on 
our correspondence to the various offices and depots and ordnance centers, which 
we have had dealings with in regard to securing Government contracts. 

When the local NPA office opened, we secured a list daily of the various items 
the Government agencies were asking bids on. After writing and securing invi- 
tations to bid, we were unable to find any office or persons who could tell us 
where to secure specifications, as our file will show. After going through this 
two or three times we decided that all the effort to secure a contract was just 
not worth the trouble and stopped visiting the local NPA office. 

To date no representative of the local NPA office has visited us to see what 
assistance or aid we could render to our Government. 

Fortunately, so far, we have been able to secure enough materials and orders 
from private businesses to keep us running. But as you know, we must have 
work every day in order to keep our employees. Should our business become 
slack, our employees will leave us for other employment, probably the North or 
East, where it looks like all of those connected in any way of the letting of con- 
tracts, see that the businesses in those sections receive the contracts. 

We are, 

Very truly yours, 
3ROAD STREET MACHINE Co., 
E. L. PAssons. 


CospBLE Bros. MACHINERY Co., 
Chattanooga, Tenn., May 19, 1951. 
Hon. JOHN SPARKMAN, 


Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

DeEaR SENATOR: We are in accord with the viewpoint of Mr. Roy C. Craven, 
as expressed in his letter of April 3, addressed to Hon. Estes Kefauver. 

Our chief concern is that priorities are being so suddenly applied that our 
source of supplies of steel for civilian production is being diverted from the reg- 
ular channels before we have an opportunity to obtain sufficient defense work to 
maintain our operations. Therefore, it would appear that the brakes are being 
applied too rapidly or the priority system is not set up to take care of essential 
civilian needs. 

Very truly yours, 
CossLe Bros. MACHINERY Co., INC., 
By Lewis Carp, Manager. 

Senator Humenrey. Mr. Campbell ? 

Mr. CampsetL, Just on that point you brought out on dislocation. 
The Douglas plant, as you know, is going to come to Tulsa in a period 
of a year and a half and will employ 20,000 men. You might be 
interested in the local manufacturers’ reaction to that. If we were 
given these subcontracts and the flow came down into the area, we 
believe that many of our workers, and they have so said, would be 
vlad to stay with us because they realize that that employment may 
be temporary. That situation will have quite an impact on a com- 
munity of less than 200,000 people. But we are not worried about the 
out-of-town ads. Everybody knows they will come in there and run 
that plant at wage scales 15 or 20 cents higher than established rates 
and we do not mind that. The Government has got to get those people. 
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sut many of our people would stay with us providing that this 
siphoning comes down to us. 

Senator Tiye. Mr. Campbell, what you have brought out is so 
pertinent to the reorganization of our defense activity in this Nation 
that I would like to comment. During World War II days I recall 
specifically one day going out to visit the Ford plant in St. Paul, Minn., 
and I don’t know how many thousands and thousands of pistons had 
been shipped out to this same Ford plant in the rough, just the way 
they came from the foundry back there in Michigan. And I reeall 
walking down the tooling line I noticed the machines there polishing 
the pistons and grooving them and punching the holes in the piston 
ring and so on. And I recall the shop foreman proudly stating the 
splendid job that they were doing in the Ford plant. And secondly, 
the efficienc y of the Ford pli int in St. Paul, the fiber of the worker in 
that plant was such that the St. Paul plant could pay the freight on 
these rough pistons which had come from the foundry clear out to 
St. Paul, Minn., to tool the piston, case it, and ship it back to the De- 
troit plant, absorb all the freight and still they ‘ were able to lower the 
cost, just drawing on my memory, from $1.23 a piston down to 93 
cents. In other words, they reduced it by 30 cents a piston, on the 
cost of tooling, while absorbing all the freight. 

We had not dislocated the worker: we had kept the plant going. 
And that is what is needed here again: to make a complete study of 
What each and every plant in the United States can do and how we 

‘an utilize that plant in order that we do not disrupt and destroy the 
economy of certain sectors, thereby making us more vulnerable to 
attack, and rather than to dislocate the identical facilities and living 

arters and everything that goes with a congested area. 

"The purpose to me of this type of a hearing is to call to the attention 
of the proper officials what 1s happening, in order that they may 
exercise foresight and ingenuity in finding these plants to sublet. to. 
and to see that the prime contractor will proceed to let the subcon- 
tracts to keep our industry on an even keel rather than to destroy the 
economy in some areas in vastly expanding the situation in other areas, 

Mr. Attoway. Somebody touched on the educational congestion 
and we are trying to get to the root of it. 

Mr. Campsetn. Just one more thing. You may be interested in 
the fact that we make valves. We are very small in the field but we 
were asked by Atlas Contractors in New York, which is supplying 
valves for the North African air base—and I want to bring this point 
out, because it is an example of what happens when business comes 
down and farms it out—to make some valves. We said the order was 
much too large for us to handle but there were a number of people 
in the Tulsa area who could help and we got the order. We did not 
have enough machinery so we farmed that out to four or five other 
machine shops and an outstanding job was done. Those valves were 
shipped in a period of 6 weeks, much better than our larger competitors 
could do. 1 point that out as what happens when this expanding 
process goes on. It does work when given a chance to work. 

Senator Humpnrey. We want to thank you all for your comments. 
They were very helpful. 

We will conclude the hearing this morning and meet again Wednes- 
day, May 23. 

(Whereupon the committee adjourned until 10 a. m., Wednesday, 
May 23, 1951.) 

















SMALL-BUSINESS PARTICIPATION IN THE MILITARY 
PROCUREMENT PROGRAM 


WEDNESDAY, MAY 23, 1951 


UNITED STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINEss, 
Washington, D.C. 

The committee met. pursuant to adjournment, at 10 a. m., in room 
457, Senate Office Building, Senator John J. Sparkman, chairman, 
presiding. 

Present: Senators Sparkman, Moody, and Thye. 

Also present: John E. Newby, special counsel; Laurance Henderson, 
staff director; and Walter B. Stults, member, professional staff. 

The Cuatrman. The committee will come to order please. 

Our first witness this morning is Mr. J. P. Lawlor, General Filter 
Co., Ames, lowa. Mr. Lawlor, will you come around, please. 


STATEMENT OF J. P. LAWLOR, PRESIDENT, GENERAL FILTER CO., 
AMES, IOWA 


Mr. Lawzor. Mr. Chairman. 

The CHarrMan. You may be seated, Mr. Lawlor. Do you have a 
statement You have no pre pared statement 4 

Mr. Lawnor. Nothing, other than what I submitted on January 10, 
Senator. 

The CHAIRMAN. Suppose you just proceed and tell us your case in 
your own words. 

Mr. Lawnor. Yes, sir. I will get the file and sort of follow along. 

The Cuamman. Mr. Lawlor, for the benefit of the record state your 
name, address, and your company and your connection with it. 

Mr. Lawnor. My name is Joseph P. Lawlor, president of the Gen- 
eral Filter Co., of Ames, Lowa. The business of the General Filter 
Co. is the design and construction of water-conditi 


mane equipment, 
uch as filters, water softeners, demineralizers, aerators, and various 
types of water condition| or equipment. The General Filter Co. has 


been mm operation since 1935. Is that sufficient / 
The CHatrMAN. Yes. Go ahead. 
Mr. LAawtor. I will just review the statement that I submit 


tt | Jan- 
uary LO, because it 


contains the principal thing's in relation to the 
subjec t we are vole to cise. ss this Mol nine. I Mia deviate here and 
there an | I hia forget to go through some of it. because it is rather 
long, but I believe the Senator and the committee have copies of it 
any how. It has been spread about. 

Last October I was out looking for business and went down to Day- 


ton, to the air field, to see if we could get on their list for the purpose 
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of bidding on any water conditioning equipment they might have. I 
visited the contracting office and was taken around to various offices 
in order to acquaint myself with their methods of letting contracts, 
passing out information, and to get a list whereby I would be qualified 
to bid on anything that came up in the way of water-conditioning 
equipment. I received very courteous treatment by the Air Force. 

While there, I discovered that about 3 days prior to that time they 
had put out an ad or a notice on the | yulletin board in the contr: acting 
office stating that they would receive bids on 105 demineralizers, in 
about 3 or 4 weeks, I believe it was. A demineralizer is a unit that 
takes the hardness and all minerals out of water. The Air Force 
uses these demineralizers, I believe, to produce a mineral-free water 
for use in the airplanes. I have submitted a photograph of one of 
these demineralizers. It is a unit built on a trailer and consists of 
some five or six, half a dozen small tanks. These tanks contain certain 
types of mineral. The raw water is run through a filter and run 
through these demineralizers and then stored in a larger tank on the 
cart or trailer. I am mentioning that to give you the background 
of what a demine ralize r looks like and what it does. 

The CHarrmMan. What do the numerals on the big tank refer to? 
Gallons? 

Mr. Lawtnor. Those are gallo ns. That is a gage, sir, just to show 
how many gallons are inthe tank. 

The Cuamman. On the small tank is that gallons, too ? 


Mr. Law R. Yes. sir, The small tank is a chemical tank which 
contains an acid for regenerating the mineral. The large tank in 
the back there is a tank that contains the treated water. It an 
aluminun tank, All of the other ta ks, I believe, with the exception 
oft ( ire m le Ol ti if teel or monel metal icid-re ting 
metal. That is necessary ina demineralizer. 

\ r I found out that e Air Force i voing to rr eive bids on 
105 demineralizers, by going nee the contracting office I found 
that I sho | contact a Mr. McGuire, which I did. Hetold me where 
to vo to get a copy of the speci ations an d ylans, I received a copy 
of the plans and specil ations in large envelope and discussed the 


matter. IT went over and met Mr. MI ‘Guire for a few minutes. How 
ever, we did not discuss the plans and specifications because I hadn’t 
had time to review them myself. 

I went back to Ames and started our boys on this job, which in 
volved getting quotations from numerous sources on the equipment 
that was to be furnished. The building of one of these demineralizers 
consists largely—that is, the contract in this case consisted largely— 
of purchasing the tanks and the zeolite and the water meters and 
valves from various manufacturers throughout the country. There 
were five bids on this job, I believe, and I don’t believe any of them- 
there wasn’t any of them that builds everything that goes on. I doubt 
if any of them build any tanks. I know that none of the bidders make 
the ze olite. None of the bidders make the water meters. None of the 
bidders make the valves. None of the bidders make the tires or the 
tubes for the trailer or anything of that sort. In other words, it was 
largely a proposition of purchasing equipment of various kinds from 
various sources, getting the best price possible, putting it together 
and building a frame or a trailer for mounting this equipment, testing 
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it out and proving that it would perform according to what the Air 
Force asked in their specifications. 

Upon opening the specifications ae n we got back to figure on the 
job, we discovered that it seemed to be short of plans. ‘There were 
three or four drawings. The specifications themselves were quite 
complete. They indicated quite clearly what the Government wi anted 
in the way of performance, but they did not indicate any design ex- 
cept that there was a design of the trailer hitch that goes on the front 
end, and I believe the trailer hitch that goes on the back end. There 
was a drawing of the reflector lights that go on, and I think that is 
all. There wasn’t anything showing the basic lay-out of it. So we 
thought there must be an error, and we immediately contacted the 
Air Force and asked if they didn’t have some design showing how 
they wanted these tanks placed on the trailer, and they replied they 
did not, that it was going to be up to us. 

Well, we kne W that a company over in Omaha had built 90, I 
believe it was, of those units, at least a considerable number, on a 
specially negotiated contract about a year before. Some of them 
were completed, and some of them were not. It so happened that the 
man with the company that got the first job, the Refinite Co. of 


Omaha, was later with our company, and he was familiar with the 
negotiations between the Refinite Co. and the Air Force in working 
up the iirst contract, wh Ch Was a developmi nt contract. In other 
Word the Air Foree had never bulit one of tlie se demineralize rs be- 
fore. So about a year prioi to this last letting Chey had let a contract 
to the Refinite Co. for b ldine some of these units, testing them out, 
and becoming satisfied that the Air Force | what they wanted 
0 a long as they had ( ipleted that we t uUgho perhaps tne right 
thine to I would b to ad ol il ‘ aady sat ed the An 
Force and try and fleur CO Ney 

We went to Oma ba L i¢ kk { { oO] =f l y< I Ve 
a pict ive of one of them there. Kiom it \ I i or Lpretly 
‘lear idea of what they had mind, because we reit that th Air 
Force would probably Want to standardize on it. [tis Ot too pleasant 
overseas if you have two or three litt rent types OTF ulhiit do oe the 


same thing. If one is broken you have no repair parts for it. That 
is, you have to carry three or four diflerent types of repair parts. 
ro it seemed the desirable thine to do would be to try t build me- 
thing that resembled as closely as possible what they had already 
accepted insofar as we knew. Consequently, without any authority 
from the Air Force or anyone else, we took it upon ourselves to vo 
over and look this unit and design something that was similar as 
near as we could tell by looking at it and taking some pictures, and 
bid accordingly. 

When we went to work on getting our bids we contacted from one 
to six supplers on every item that was called for in the spec ifications 
or in the project. I have and would be glad to leave for your inspec- 
tion, although I have only the one copy, a list of the suppliers that 
we requested bids from on this equipment. There are several pages 
of them here. We felt that we were pretty safe on it, but when we 
got this list we found that almost without exception every article that 
we got a price on, that is among some one or three or five different 
people that we wrote to, among them we found that one of them 
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invariably said “We supplied this before, and we know just what you 
want. We built them for this other bunch of units that went out a 
few weeks or a few months ago to the Refinite Corp., and here is the 
price.” 


BID SUBMITTED 


When we pre a our final bid, however, we were very anxious to 
get this job. We bid it close. We had probably S250 to $300 profit in 
each unit. I can’t say exactly for the reason that at that time there 
was a little price jumping going on, so in order to keep safe in our 
estimate we did not accept the low bid among these various suppliers, 
except in a few instances. For instance, if we had three bids on 
the particular item, and, let’s say it was a water meter, or it could 
be tires and tubes, a lot of people make those various things. If it 
was the same unit, exactly the same make that was furnished before 
by the Refinite Corp., we were inclined to accept that unless that bid 
was too low. If it was much too low we took the next higher bid 
in our estimate in order that we would not be left out on a limb 
in case the low bidder reneged on us, although they all gave us 60 
to 90 days firm prices, which was plenty of time. So much for 
that. 

We prepared our bids, then, and submitted them, and we were 
low by a considerable margin. 

Mr. Newsy. When were these bids submitted, Mr. Lawlor ? 

Mr. Lawnor. On November 13, sir. The bids were opened on the 
morning of November 13. I have the bids here if you want them 
read, but I think veu have that as a matter of record. We were low 
by some SSO or S60. OOO, 

Mr. Newsy. How much was your bid, Mr. Lawlor? 

Mr. Lawnor. Our bid was $348,591.75. T don't know what the 
80.75 was for. The next higher bid was Refinite Corp. of Omaha, 
S409,842.50. Twill give you the next higher or olive you the highest 
bid. Do you want them all? 

Mr. Newsy. You might as well give them all. 

Mr. Lawnor. All right. Industrial Filter & Pump Manufacturing 
Co. of Chicago, $515,812: Tlinois Water Treatment Co. . Rockford, 


Il.. $457,261.60; Los Angeles Wat ter Softener Co. of Los Angeles, 


I would like to state that these bids are what our representative 
listened to as it was read off. This is his understanding. They may 
be a few dollars off. I don’t think they are exactly right, but they 
‘ar wrong. . , 

\fter the bids were opened we were told it would be a matter of 

few d iVs before they would make a decision and to call baek Mr. 
MeGuire. Our Mr. Patterson was to call him in a few days. In 
the meantime we heard that we. were not coing to get that job any- 
how. We were very careful in preparing our bid. We were : afraid 
that we might get thrown out on some technicality, so we had our 
attorney go through everything carefully. We didn’t see how they 
uld throw us out ona technicality. When I heard that we prob- 


ably wouldn't ovet the job, I flew in here to Washington, not to 
ask the Senators to sive me an vtl Wne or olive mv company anvthing, 
because I think that is beneath the dignity of a Senator, but IT asked 
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for fair play. I asked if we were low and were not going to get the 
job, if we could be given fair play in this thing. I appreciate this 
opportunity of presenting this to the Senators. 

Senator Gillette was interested in the case and asked for an explana- 
tion from the Air Force. 

Three or four days later our Mr. Patterson from Memphis called Mr. 
McGuire at Dayton and asked the outcome of bids, and Mr. McGuire 
informed Mr. Patterson that we were disqualified. So the next day 
I flew to Dayton, took my attorney, and I talked to General Smith. 
General Smith called Mr. McGuire on the phone and after a little 
conversation with Mr. McGuire, General Smith hung up the receiver 
and he said 
Go on over and see Mr. McGuire. He said he made a slight error in judgment 
The contract is yours. There is nothing to worry about. Go on over and talk 
to him and get these little things straightened out 
which we did. 

Mr. McGuire, when we went over there explained, he said: 

Let’s be frank about this thing. I meade an error in judgment. There are 
a couple of things I want straightened out I didn’t understand that you 
expected to complete this work within the specified time 

I pointed out that the work was to be completed in a shorter time 
than specified. 

We had another clause in our bid with reference to excise tax on 
tires and tubes. We could find nothing in the specifications regarding 
whether or not an excise tax was to be included. We knew that there 
Was a certain excise tax on the tires and tubes themselves that you just 
paid, and that was figured in our estimate, but there is another one 
that often comes on in connection with a unit that is already built lke 
a trailer, ike an automobile, hike a truck. It wasn't clear whether we 
were to include that excise tax. \ hether the Air Force was von’ to 
have to pay that, or whether we would just let if go and forget about 
it. Weargued pro and con, taking the point that the Air Force would 


just be depriving themselves of their own allotments for money to 


turn it back into the Tr murv Tor taxes and the prob bly WoT 10 t 
that, but nevertheless whatever the ruling was, it would have to be 


abided by. So when we put in our bid we stated that we did not 
, 


clude his excise tax on trailers for the reason that we weren't certan 
it was to be included. So Mr. MeGuire objected on the grounds, also, 
that our bid wasn’t clear-cut, that it did not inelude it, that we just 
said pointedly that we did not include it. He thought it should Bit 
we had no reason to believe for sure that it should be included. 
lLlowever, as it turned out. as the prices were, if we had add L Ol 


the excise tax later, should it have been necessary. we still would have 


been the low bidder. I just want to point that out. Se Mr. McGuire 
asked me to prepare a statement that our delivery date was v 1 
the time, which to us was quite obvious. and it is here for inspect 


if you would like to look at it. \lso, how much excise tan v 
include, and we made the statement that we did inelude it on the tires 
and tubes, which we had to. There wasn’t any way out of that 
Everybody knows that. He wanted a 15-day extension in our bid. 
We had it that our job had to be accepted within 30 days. So 
gave him 15 days more. 


Wwe 


84742-—--51 4 
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I then asked Mr. McGuire if it was safe for us to proceed with the 
work, and he said very definitely, “No,” because the company would 
have to clear two more hurdles. One was the financial, and the other 

vas the ability of the company to execute the contract. He stated that 
C didn't think we would have any trouble with the financial part of 
the thing. Asa matter of fact, we furnished a bond by, I believe it 
was, Travelers. When we put in our bid we had a bond covering it. 
We also accompanied our bid with a letter from the bank stating that 
any amount of money that we needed to complete this job and carry 
it on to completion would be taken care of by the bank. They didn't 
set any limit on it. So he felt there wasn’t any question about finances, 
but he said there might be regarding our ability to perform the 
contract. 

[ asked him how they were going to handle that, and he said that 
there would 8 an inspector coming from either Chieago or Wichita to 
look over our plant, and just to go back and wait until the inspector 
showed up, which we did. 

About a week or 10 days later the Chicago office called, and a Mr. 
Kine, Mr. Albert King, was on the phone. He stated that he had 
received this information from t 1e Dayton 1. office that we were the suc- 
cessful bidders on this job, that there were a few little details to work 
out in connection with qualifications, and would IT kindly mail him a 
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1’ eC oT oul ane 1iities. He out ned ovel he phone what he wintead, 
and I prepared the necessary information, as [ thought was necessary, 
l 1 ae } oi 7. _* 

ind mailed it to h ete a Saturday. He called up ona Friday 


] , . es 4 ] 
and I mailed it on Saturday. 


Mr. Newry. Do you ki vy what date that w ¢ 


Lf { ] ] ° ] Zz t ,° 1] 4 ] L f . 

Mr. Lawnor. I can find that; ves, sir. had yust started to look fo1 
Lnhat 

‘ } ' 

()) WF ber 50—tIL W { itha P I't 

Nothing further was heard on the matter until November 30, 1950, and on said 
date Mr. King of the Chicago Procurement field otlice called on the phone and 
reque d at we submit a memorandum of our facilities and personnel. This 

que was complied han l 1 d to lid office n December 2 

? } ] 
On December 2, also, an outside source, as [ point out in the report, 


ealled up and said that we were going to be disqualified on the ground 
that we did not have the facilities to do the job. 

Mr. NI WBY. Who Was t] tL Outs! le source 4 

Mr. Lawntor. Mr. Russell. 

Mr. Newsy. Can you identify him further? 

Mr. Lawtor. Yes, sur. Mor. Russell is sales manager of the Elgin 
Softener ( Orp., of Elgin, Ul. 

Senator Tuyr. What authority did he have to pass judgment on the 
question ¢ 

Mr. Lawior. Sir, I didn’t ask him. He is here, sir; to answer what- 
ever he has to that. 

Senator Tuye. I know, but I would like your opinion as to what 
his authority was to pass judgment on it. 

Mr. Lawnor. He was a bidder to us on the valves. If vou have the 
picture there, those little round valves on the top. 

Senator THyr. Yes. 

Mr. Law tor. He was the supplier, and he supplied those. He does 
supply them. 

Senator Torr. He supplied that to you and to anyone else. 
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Mr. LAwtor. Yes, sir. I got the impression from Mr. Russell that 
something wasn’t quite fair about this, and he just wanted to let me 
know what he thought was going to happen. 

Senator Trrye. Did you ask him any question as to where he got his 
information that would permit him in his own judgment to pass such 
an opinion to you? 

Mr. Lawtor. Not at this time, I didn’t: no, sir. In fact, I didn’t 
even talk to him. One of the boys in my office talked to him. I was 
out at the time, and when I came back it was on Saturday morning. I 
said I was going to Chicago on Monday, and I did. I did not talk 
to Mr. Russell at that time. I talked to him after I returned from 
Chicago. 

Senator Ture. What did you learn after you talked with him? Did 
vou finally learn from him something concerning where he got his 
information that merited him to speak with so much authority and 
much inside information ? 

Mr. Lawror. I didn’t regard that as authority. It was a rumor and 
I followed it up, Senator. 

Senator Tuyr. You followed the rumor up? 

Mr. Lawtor. I just followed it up; yes, sir. It was the second time 
this man had called me and told me something was going to hap pen. 


He cailed the shot every time. Someone that he knew was giv io” him 
nformation or el e he rot it from I don’t know where, but he got ‘. 
Senator Tnyr. Anyway, the rumor was to the effect that vou 
wouldn’t be the ified bidder and your bid would not be accepted. 
Mr. Law tor. That is correct, Sir. 
Senator Ture. One reason he gave was that you did not have the 
facilities 


Mr. Lawnror. That is right, sir. 

Senatol HY. But you had posted bor d and everyt! nN Yr TO 
delivery and you were the low bidder. 

Mr. Lawnor. That is right, sir. 

s nator ‘| HYE. Your bat k had certified to your resources for per- 
formance. 

Mr. Lawtor. That is right, sir. 

Ne hnhatol THYE. WI Oo Was awarded the bid? 

Mr. Lawtor. At that time, >, ho one was awarded the bid. 

Senator Tire. Who finally got it? 

Mr. Lawntor. The Refinite Co Ip. finally was awarded the bid. 

Senator THye. W ere there new bids? 

Mr. Lawtor. No, si 

Senator Ture. In ais words, they r jug: oled around first with vo u 
and then with somebody else and then fin: uly the bid was aw: arded to 
whom ? 

Mr. Lawtror. To the Refinite Corp., who were the people who had 
built the first 90 units. 

Senator Tuyr. Were the bids as submitted at the time the bids that 
were finally accepted or were there bids negotiated ? 

Mr. Lawtor. Will you permit me to explain it instead of answering 
“Yes” or “No” on that, sir? Our time expired somewhere in Jan- 
uary. No. I think our time expired right around Christmas, some 
time in there. Anyhow, it is immaterial. That is within a week or 
two. After our time expired they negotiated with the Refinite Corp. 

Senator Ture. That is in Nebraska? 
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Mr. Lawtor. Yes, sir. 

Senator Ture. That is, their bid had become disqualified by the 
expiration of time, too, had it not? 

Mr. Law or. I don’t know what time they put on theirs. 

Senator Ture. There was a certain specified time on all of the bid- 
ders as to when the bid was disqualified ¢ 

Mr. Law or. Senator, I believe they let each bidder state how long 
his bid was good, how long his bid was firm. 

Senator Tuyr. I see. 

Mr. Lawzor. I believe they permitted us to do that ourselves. I 
would want to look that up. 

Mr. Newry. Senator, I believe that the Air Force witness will show 
that the bids were rejected and that the contract was negotiated sub 
sequently with the Refinite Corp. 

Mr. Lawnor. That is right. 

Senator Tyr. I am sorry, Mr. Chairman, because we have to mark 
up an appropriation measure and that committee session was sup 
posed to have commenced at 10:30 and I must leave. The only reason 
I asked these questions here was that I was trying to get the informa 
tion as quickly as I could because I must leave because that committee 
is aWaiting my arrival before we commence the work on the mark-up 
of that appropriation measure. I would like to get an answer to that 
question, 

Mr. Lawror. As to what the expiration date was? 

Senator Tuyr. Yes. Counsel here says it was December 25, so you 
need not search any further. 

Mr. Lawtor. All right, 

Senator Trye. Anyway you were not the successful bidder, but 
you had been led to be lieve th: at your bid was a quali fied bid and that 
vou would be awarded the bid, but in the course of a few weeks’ time 
1 umors were afloat that you were not voiIng to be awarded the bid, and 
finally the rumors were confirmed by the bid having been let to the 


Refinite Corp. of Ralston, Nebr. 


FACILITY INSPECTION CONDUCTED 


Mr. LAwtor. There is about 5 minutes more which I think will 
learnpsome ofthat. Twilltry to hurry it ona little bit. 

I went to Chicago then and when I came to Mr. King’s office he 
uid, “Well, you are a little bit late. Where is that information you 
ere supposed to submit 2” I did submit it but he hadn’t received it. 
Hie said, “You know, our Wichita office is pretty hot about this. I] 
ippose you know that Refinite is entitled to this job. They say they 
are because they did this other job an cl they ought to have the second 


one. This thing is ki ne of ; hot deal.” 

I said. “Well, we are low bidder, and we figure that we are entitled 
to it. We have complied with everything.” 

He and Major Nichols discussed it a while and they said, “In order 
to keep Wichita happy you had better go on out there,” and Majo1 
Nichols said to Mr. King, “You had better go out to Ames and look 
the plant over in order to keep Wichita from getting on our neck too 


much.” or words to that effect. 
So he was to be out in 2 or 3 days. I made reservation at the hotel 
and he didn’t-show up. I called Chicago and talked to Major Nichols 








eh a 
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and asked where Mr. King was. He said, “Mr. King decided he 
would go to Wichita first and talk to the boys over there.” 

While I was discussing the matter with Major Nichols, Mr. King 

came in and the major put him on the phone, and Mr. King = rather 

rough with me, and of course I don’t mind that. He said, “You fel- 
lows aren't qualified to handle this work. I was down to Wichita and 
they tell me that vou don’t know how to figure the job, you didn’t 
figure a lot of things in there.” He made several statements of that 
kind. He said that we lacked facilities, and we didn’t know how 
to figure it, that we didn’t have either the personnel or the equipment. 
He said that that information came to him from their office down at 
Wichita. 

The Wichita offce has the inspector, I understand, that inspected 
the work for the Omaha company when they were building the first 
90 demineralizers. 

Senator Torr. Do you know what the negotiated contract actually 
called for? What was the total over-all cost in the negotiated 
contract ? 

Mr. Lawror. No, sir. We never got that information, sir. 

Senator Turse. There was over $61,000 difference between your 
bid and the bid by the Refinite Corp. in the original bid. 

Mr. Lawnor. Something like that. 

Senator Ture. A difference of $61.250.75, according to the figures 
that you have here on page seven of the copy that is before me. 

If that is true, and you say the final bid was negotiated, so it must 
have been either greater than that or it could have been less than the 
bid that they actually submitted. 

Mr. Lawwor. I would like very much to know what it is, Senator. 
I don’t know. I never did know. Of course, there wasn’t any use 
my finding out from there on. 

Senator Tyr. What had you been fabricating before or what are 
you fabricating’ What is the nature of your plant and what is your 
business ¢ 

Mr. Lawtor. We build water-conditioning equipment of all kinds, 

ir, the same as the rest of the bidders. 

Senator Ture. Are your units large? What type of units are 
there / . 

Mr. Lawtor. Most of our work has been municipal and industrial 
work for city waterworks. 

Senator Tuyr. You mean for factories and municipalities? 

Mr. Lawtor. That is right, sir. 

Senator Tuyr. For the purification of water where boilers are used 
in factories and for the entire water system as well as the municipali- 
ties ? 

Mr. Lawtor. That is right. 

Seantor THyre. So you were not in a new field. You were not in a 
field that you were not familiar with. 

Mr. Lawtor. Not at all. We built everything from a small home 
softener 12 inches in diameter on up to the largest size. 

Senator Tuyr. How many years have you been in business? 

Mr. Lawtor. Since 1935. 

Senator THyr. So there would not be any question that you were 
babes in the woods going to assemble a lot of values and tanks and 
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then putting it together. You had been in the business for quite a 
while. 

Mr. Lawior. Yes, sit 

Senator Tuyr. Mr. Chairman, I wish I could stay here for the 
entire hearing, because this is of keen interest to me. I assure not only 
the witness but also the chairman that I will read the testimony and 
try to gettot he bottom of it. Unfort unately I have his conflicting com- 
mittee session to mark up an appropriation bill and I just cannot be 
absent from it. 

The CHatrman. I wish you could stay, Senator, but of course 1 
understand your situation. 

Mr. Lawlor, since we have broken into your narrative to ask some 
questions, I would like to ask a few. s 

Your plant did have neuen ient facilities to do the job! 

Mr. Lawwor. Yes, sir. 

The CHAIRMAN. Did you feel that your bid was sufficiently high to 
permit you to do the job without a loss to yourself ¢ 

Mr. Lawwior. Yes, sir. 

The CHatrman. Therefore, the conclusion arrived at by one of the 
Government authorities regarding this contract that your bid was too 
low was not a correct conclusion ¢ 

Mr. Lawvor. It was not correct. 

We had our books. When Mr. King came out we showed him our 
quotations. I suppose we had two or ‘three hundred letters of quota- 
tions on various items. It was all at his disposal. We showed him 
that we did not select the lowest supplier who bid in very many cases. 
We had on some. On some we did not. We tried to be conservative 
there. We showed him about what we figured we had in the job in 
profit. We figured a close profit. We figured we didn’t have a chance 
unless we figured a close profit on it. It was open competitive bidding 
as We understood it, and these other people had been doing the wor k, 
and like any competitive bidding of that sort, we figured we had 
better bid pretty close on it. We wanted the business with the Air 
Force. 

The Cuarrman. Was it decided that the excise tax would be pay 
able? ; 

Mr. Lawsor. We didn’t hear about it. 

The CuarrmMan. In other words there was no decision. 

Mr. Lawtor. Not as far as we knew. 

The Cuatrman. In your bid you simply protected yourself against 
that. 

Mr. Lawtor. That is right. 

The Cuamman. However, if that were included you still would 
have been approximately 10 percent below the bid of the Refinite 
Corp. ? 

Mr. Lawtor. We would have been low, sir. 

The Carman. I notice the figure given by Congressman Paul 
Cunningham in a speech on the floor of the House. He stated that 
your bid represented a lower figure by 15 percent than that of the 
Refinite Corp. 

Mr. Lawtor. Something like that. 

The Cuarrman, I notice that the excise tax was 5 percent, or would 
be, and even if that were taken off—— 

Mr. Lawtor. We were still low. 
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The Cuatrman. You still would be 10 percent below the bid price. 

Your figure below Refinite was about $61,000 on this particular 
contract ¢ 

Mr. Lawtor. That is right. 

The Cuatrman. This may be jumping the gun a little, Mr. Lawlor, 
but 1 presume you have been informed that the Air Force did reach 
the decision that an error was made in your case. 

Mr. Law.ior. I beg your pardon, sir? 

The Caiman. I presume you know that the Air Force has 
recommended the decision than an error was made in your case. 

Mr. Lawtor. In this way—we have had no letter of any sort, but 
a week ago last Monday the Air Force, I believe it was Major 
Atterholt, phoned from Dayton and asked if we would be interested 
in bidding again on some demineralizers, and I said we would, pro- 
vided we were qualified, but up - that time we had no notice but 
that we were still not qualified, because just a week prior to that 
time we had a letter saying that the only people who were qualified 
was the Refinite Corp. So the major hastened to tell me over the 
phone that we were now qualified and he wanted it understood that 
way. That was a week ago last Monday. I have never received any 
letter to that effect. 

The Cuarrman. Let me see if I get that straight. He said you 
were qualified ? 

Mr. Lawtor. Yes, sir. Over the phone he told me that. He said 
he would write a letter but I haven’t had anything yet. 

The Cuairman, Have they started negotiating with you on another 
contract ¢ 

Mr. Lawior. At that time the major said he was going to mail us 
some specifications immediately but we haven’t received them. So I 
had one of our men at Springfield, Ohio, stop in at Dayton last Mon- 
day morning to find out so we could get it and bid, and he was told, I 
received a letter from him here yesterday, that they had decided it 
was all held up for the present. They didn’t know what they were 
going to do yet. They just weren’t going to do anything for the time 
being. In the meantime, on the strength of the major’s call, we wrote 
several letters for quotations on the material. So I don’t know just 
what the status is on any more demineralizers. 

The Cyarrman. You may have told in your opening statement, but 
I don’t remember if you did, how old your company is. 

Mr. Lawior. Since 1935. We started in 1935. 

The CHatrMan. Did you start the company yourself? 

Mr. Lawtor. Yes, sir. 

The CHairman. You have been making water-purification equip- 
ment all of that time? 

Mr. Lawtor. Yes, sir. 

The Cuairman. These other companies that put in bids—there were 
about five or six, weren’t there? 

Mr. Lawtor. Yes, sir. 

The Cuamman. Are they all well known in the business? 

Mr. Lawtor. Yes, sir; as faras I know. I know most of them, and 
every one of them, I think, is qualified to handle this job as far as that 
is concerned. 

The Cuarrman. But you were told earlier that the Refinite was the 
only company qualified ? 
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Mr. Lawror. Earlier? 

The Cuamrman. Some time during the course of these proceedings. 

Mr. Lawror. After the bidding; yes, sir. 

The CHarrMan. I meant earlier than last week. 

Mr. Lawtor. That is right; yes. 

The CHarrmmMan. Or earlier in the game. Of course, that is one 
point that I fail to understand, and I can assure you that we have run 
into this in literally scores of cases. I am not talking about water- 
purification equipment, and IT am not talking about the Air Force. 
[am talking about Defense generally. In their procurement program, 
where literally hundreds of concerns have been in the business and 
recognized by the general economy of our country for the manufac- 
ture of a certain line of products, they find it difficult to get on a 
qualified list in order to sell to the Government, and yet along will 
come some little concern that has no credit rating apparently, no ma 
chinery, no equipment, and they are able to get a million dollars’ 
worth of contracts right off. We had a case like that just a couple of 
days ago. 

Mr. Lawtor. I have seen that. 

The Cuamman. That is what we are trying to find the answer to. 
I want to say that I feel quite certain that the Defense Department 
and the various defense agencies would like to have the answer, too. 
Sometimes I think that it lies in the human characteristic of wanting 
to do everything the easiest way cee le. If somebody performed 
satisfactorily once, the temptation is just to keep that one person or 
that one concern performing. It be as long been an argument of mine 
that we ought to decide once and for all that we are going to try to 
do the thing the right way even if it is the hard way to get it done. 
I think that is one of the great weaknesses of the procurement pro- 
gram and of nearly every other program that the Government goes 
into, that human inclination to do a thing the easiest way and the 
way that we know from previous experience it can be done. Cer- 
tainly up to a certain point perhaps those who have been doing it in 
the past become overloaded with orders. We had that experience 
in the early vears of the Second World War. We are trying our best 
to prevent a recurrence of that during this war, during this period 
of mobilization. We have run into a good many instances. We have 
tried to call them to the attention of the proper officials, and I will 
say that in most instances we have received very good cooperation. 
But I wish that at the levels at which the contracting is done original- 
ly they would resolve to try to do this thing right even if it is difficult. 
It seems to me that that may be what the mistake was in your case. 

Mr. Lawtor. Partly that, sir. It would have been so much easier. 
They did the difficult ‘thing when they built their first 90 units. 
What I don't understand yet is why in the world, with these second 
ones, they didn’t say to the bidders, “Build them like the ones we 
now have. Here is what we now are building.” 

Senator, you mentioned doing it the hard way. There are two 
hard ways to do this thing. One of them is right and one of them 
is wrong, in my estimation. The hard way for the Government 
and I speak with a little authority because I have been serving in 
public capacity ina small way for a number of years and I have made 
a good part of my living building for municipalities, the hard way 
is to take competitive bids, because you get everybody in there fight- 
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ing, and it isa little difficult at times. It isa little hard for everybody. 
But the Government usually comes out on top with the best deal when 
they do it that way. There are except ions 

The Cramman. You may add that small business usually has a 
better chance that way, too. 

Mr. Lawnor. That is correct, sir. 

The CrarrMan. We are very strong |y advocating the use of the 
competitive bidding system, and we deplore the stro oe ndeney to- 
day away from that whereby well over 90 percent of the business 
is done under negotiated contract rather than competitive bid. We 
think it Is wrong inherently ancl it ought to be avoided where it can 
be. There are instances and there are types ot procurement where 
it Is necessary to have negotiated bids. 


Mr. Lawtor. That is right. That is what has made it easy to go 
to negotiation. es can call in someone. The thing may be per- 
fectly honest. There may be no harm intended. Bu “th ie man they 


call in cert: ainly has an ae age over the individual who is ne oti it- 
ing for the Government if he has just one man te deal with. Of 
course, sometimes the \ call in two or three for negotiation, but it is 
rather hard to find out what went on then. But any time you go 
to competitive bidding I have never yet seen the Government get 
into very much trouble about it if the thing is ail out in the open 
and everybody knows what is going on, on a job of this kind where 
about all it amounted to was buying the things from various sup- 
pliers, assembling them, testing them, and painting it and delivering 
it. There wasn’t any terrific amount of manufacturing to be done 
by us or any of the bidders. 

Another thing that was done the hard way. I said there were two 
ways. On this job they first went out a year ago and had the 
Refinite Corp. design with their own men a special unit that they 
thought would be wanted, and that is commendable. That is correct. 
That is the way it should be done on something new of that kind, and 
we have no quarrel with it. But then when they came back with the 
second group, instead of submitting to the bidder a design of what 
they had already accepted, it started out with another guessing game 
on what they wanted, and then they had a clause in there that the 
first one you built they gave you 150 days to buili . it, and then you 
had to put it under a temperature ot 64 degrees below zero for 48 
hours. ‘Then you had to submit it to a temperature of, 1 believe, 175 
degrees above zero for 24 hours. You had to haul it 150 or 200 miles 
over rough road. All that had been done. ‘They had designed it and 
tested it out. They knew certainly what they wanted by that time. 
Why didn’t they go ahead and say ‘what the y wanted. There is only 
one manufacturer th: at makes a certain zeolite that goes in there. The 
water meters, if they stood a 67 degrees below zero, were all right. 
In other words, they had already selected material that would meet 
those requirements. 

What I don’t understand is, as long as they had already done that, 
I am sure there wouldn't have been a bidder that would have ob- 
jected to bidding on the basis of showing what they had already put 
through the test and used, saying then, if there is anything else on 
want to use, it will have to stand the test. But they didn't. That 
was doing it the hard way. 
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In other words, they had already gone through the development 
period with the first group, and the ‘second bid they wanted to go 
through exactly the same development period again. Incident: ully, 
when the major called up the other day and said that they were going 
to receive bids on 105 more, I said, “What are your specifications?” 
He said, “The same as the others.” They still hadn’t awakened to 
the fact that they have a standard unit and they ought to go ahead on 
that basis. At least, that is my opinion—unless it is no good. If it 
is no good, they ought to start redeveloping. 

Another thing when we bid on this job and we were low bidders they 
didn't have a design, they didn’t show a drawing, except as I told you, 
the reflector that goes on the side and the trailer hitch, about $10 
worth of equipment. They never asked us to come in and say, “What 
have you guys got?” Maybe we missed the boat here. “You fellows 
are pretty low. Let’s see your design. Let’s see what you fellows 
are doing.” They didn’t do that. We didn’t hear a word. Nobody 
asked us what we did except that we couldn't do the job. We got 
seven reasons why we couldn’t do it. One would have been enough 
if it was a good reason. Pardon me. 

Now I will go back and complete this. I was talking about Mr. 
King’s saying that we weren’t qualified. Mr. King said he wasn't 
coming out to our place after he had promised, or after Major Nichols 
had promised. He said there wasn’t any use in coming out, that the 
boys in Wichita said we couldn’t do it anyhow. So I wrote a letter 
the next day oe Major Nichols, and I sent a copy to Senator Gillette 
and a copy to Dayton, objecting to this type of treatment, that no 
one had ever ea ‘ared at our plant, and yet they passed judgment 
that we couldn’t handle the job. 

So in 2 or 3 days Mr. King— 

The Cuarrman. Had you ever submitted any detailed breakdown, 
drawings or anything? 

Mr. Lawtor. They never asked for it, sir; no, sir. 

The Cuarrman. No one had ever been there ? 

Mr. Lawtor. Not up to that time. 

The Crarrman. Without having anything before them or any 
inspection, they decided that you were not able to do the job? 

Mr. Lawtor. No one came to our plant and visited us before that 
time or talked to us about it at all. 

The CHatrman. How could he, whoever he was, arrive at any such 
decision 4 

Mr. Lawtor. He said that he had talked to their office at Wichita, 
and they told him that that was the situation. 

The Cnairman. To their office, that is the procurement office? 

Mr. Lawtor. It is the inspector’s office, I think. It isa branch of the 
Chicago office; yes, sir. 

The Cuarrman. It isa part of the Air Force. 

Mr. Lawior. Yes. sir. 

The Cuarrman. Had anybody from Wichita ever been to your 
plant from that office ? 

Mr. Lawtor. No, sir. 

The CuarrmMan. Had anybody representing the Air Force ? 

Mr. Lawtor. No, sir. 

The CHarrMan. Or any other person from the Defense Estab- 
lishment been to your office ? 
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Mr. Lawtor. No one. 

The Cuatrman. No one? 

Mr. Lawtor. That is right. 

The Cuarrman. Had you ever supplied a breakdown showing your 
facilities ? 

Mr. Lawtor. Yes, sir. 

The Cuatrman. To whom was that supplied? 

Mr. Lawtor. We submitted that with our bid, and then Mr. King 
and Major Nichols asked for it and we sent it in to Chicago. 

The Cuairman. I asked you a few minutes ago and I understood 
you had not submitted it. 

Mr. Lawtor. Yes, sir; I submitted it. Mr. King said he hadn’t re- 
ceived it. But it was in there. It was there, but he hadn’t opened it 
yet, that was all. 

The Cuarman. He didn’t use that in order to reach the decision, 
you mean. 

Mr. Lawtor. I presume he did. He had it. But he told me that 
he was going to come out and look at the plant. Instead of that, he 
went to Wichita and talked to their men in Wichita and then came 
to the conclusion that we couldn’t do the job. So then I wrote this let- 
ter insisting that someone come out, and Mr. King did come out after I 
insisted on it. 

The Carman. What did he say then? 

Mr. Lawtor. He spent the day there with us. We turned over our 
files. I took the two men that had worked for weeks on this, getting 
this estimate up. I put Mr. King and these two gentlemen in a room 
and said “You fellows, there is the file, there is everything, let Mr. 
King see everything we have done. Show him our estimate. Show 
him how we made our quotations and where we got our figures on 
everything. We have nothing to hide.” 

They spent 2 or 3 hours in there. They were in there all the fore- 
noon. That noon we had lunch together and Mr. King said he was 
amazed at the thoroughness with which we had handled the job and 
that he was sorry that the Wichita office felt as they did about our in- 
ability to handle the job. In the morning when he came he said, 
“My business is inspecting plants like this. Before I leave here to- 
night I will tell you whether or not you are qualified to handle the 
job.” 

During the afieraoon he made several remarks that we certainly did 
a thorough job on this. So before he left I said, “Now, Mr. King, 
you made the statement, and I know it is obvious to everybody from 
what you said today, but you said before you le ft you would say 
whether or not we v were qualified to handle this work.” 

He said, “There isn’t any doubt about it. You are qualified to 
handle it.” He said, “You will hear from us favorably in about 3 
days.” We didn’t. 

So I called Major Nichols and Major Nichols said Mr. King gave a 
contrary report. He said you were not qualified to handle this job. 
So then I started this letter because I thought it was about time. 

He had told us without any doubt that we could handle the job. 
When he got back to Chicago he made a report to the contrary, I 
understand. I have never seen it, but I understand from Major 
Nichols, who talked to me over the phone, that Mr. King reported 
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ve were not qualified to handle the job. That is all that I know 
about it. 
That pretty well covers the story. I went on and told about what 
lappened since about being qualified, sir. 


The Cuatrman. Thank vou ver much, Mr. Lawlor. I think we 
have the story pretty well in the record. 
Mr. Charles Russell. Will you come around, Mr. Russell, please. 


STATEMENT OF CHARLES RUSSELL, GENERAL SALES MANAGER, 
ELGIN SOFTENER CORP., WAYNE, ILL. 


Phe CHatrman. Mr. Russell, for the record will you state your 
name and address and your official connection with your company, 
whatever it may be. 

Mr. Russenn. My name is Charles Russell. I am living in Wayne, 
Ill. I work for the Elgin Softener Corp. My title is general sales 
manager. The Elgin Softener Corp. is a company that has been in 
business since 1908, and we make a full line of water conditioning 
equipment. 

The CuarrmMan. In other words,, you are in the same line of work 
as that that was covered by this equipment ¢ 

Mr. Russeii. Yes, sir. We are in that line, and we also go beyond 
that line into other fields which some other companies do not enter. 

The CHairMan. I understand you do not have a prepared state- 
ment, but you are ready to respond to questions. 

Mr. Russenn. Yes, sir: that is right. 

The Cuarrman. I willask Mr. Newby to proceed with the questions. 

Mr. Newsy. Mr. Russell, did your company ever make an effort to 
become a bidder on this type of thing, this demineralizer for the Air 
Force ? 

Mr. Russeiy. Yes. For many years I have been in the product de- 
velopment end of the business, and we have specialized in the design 
of valves for the water conditioning equipment industry. Elgin Soft- 
ener Corp. has been manufacturing valves for many years, and they 
have a valve which is particularly useful in this field, and insofar 
as the application to a demineralizer is concerned, it is one that has 
found ready acceptance on the market. Back in 1950 I received an 
invitation from the Refinite Corp. to bid on multiport valves for 90 
demineralizers, and in July of that year I went out to Omaha and 
negotiated a contract with the Refinite Corp. wherein we furnished 
the valves on the 90 units. There were some 450 or 460 valves on that 
contract. 

Mr. Newsy. What was the selling price on those valves ¢ 

Mr. Russetn. Do I have to answer that question ? 

Mr. Newsy. I believe it is pertinent. Is there anything secret 
about it ¢ 

Mr. Russet. No. There are competitors in the business, and I 
think that information has been given to the committee in a letter. I 
would prefer not to mention the price of the valve if it is agreeable 
with the committee. 

Mr. Newsy. Let’s go one step further, then. Subsequently did you 
give a quotation to anybody for this type valve for this procurement 
that we are looking into today ? 
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Mr. Russet. Yes. However, that comes as the next step. I want 
to go back just briefly to August in answer to Senator Sparkman’s 


first question—maybe it was your question—did we ever apply for an 


opportunity to bid. In August, and I think my records again will 
substantiate that, August 2, | asked our agent. Mr. Gall. in Cincinnati, 
to go over to the Army Air Force offices and attempt to get the infor 
mation necessary for us to become a bidder on all futur requirements. 
His answer is rather detailed and is in your file. He wrote me at 


leneth and stated that certain conditions existed. and he looked for- 


ward to quoting on the next order. 

Mr. Newsy. In effect he made a contact there with some officer at 
Wright Field who advised that vou would have a chance to quote on 
the next procurement of these demineralizers ¢ 

Mr. Russextx. That is correct. 

Mr. Newry. Did you receive a chance to quote / 


Mr. Rr SSELL. We never rece ved a chan to quote from the Army 
Air Force. H ywwever, we did receive TWo invitations To quote on the 
Vaives on that order, one Trom the Refinite 4 Orp. and one from the 


General Filter Softener Co. in Ames. Iowa. 


Mr. Newsy. Did vou give the same ¢ 


: uotation to both companies ¢ 

Mr. Russein. Sir. the quotation is identical right down to the terms 
a l the delivery late ha prion V req rem $ 1 ¢ 1 « ( d | 
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Mr. Russeni. Yes. The first contract with the Refinite Corp. com 
Corp. on the second group of units was 34.80 higher than the first 
contract in 1950 

Mr. Newry. Isthat roughly about 10 percent? The only ne 


figure would have tous Vv ould pe Oa pelt entave bas s. 

Mr. Ri SSELL. The prices W ill how come out. 

The first quotation we furnished the valves to the Refinite Corp. 
$24 each. The second quotation— 

Mr. Newsy. That was in July 1950? 

Mr. Rt SSELL. That is right. The second quotation Was made in 
November for two companies, the General Filter €50. and the Refinite 
Co., and the quotation was $28.80 each. by the time the order was 
placed through the Refinite Corp. and entered in our organization 
in March the price was $32 each. 

Mr. Newry. In other words, between the time you gave your orig 
inal quotation in November for these valves when it was $28.80 and 
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the time when the Refinite Corp. actually purchased the valves for 
making the demineralizers the price had gone up to $32. 

Mr. Russevy. That is correct. 

Mr. Newsy. How many valves were involved in the order? 

Mr. Russevy. Five hundred and fifty-five valves. 

Mr. Newsy. You heard the testimony of Mr. Lawlor wherein he 
indicated that he received an indication through you that it might 
not be certain that his company would receive the award even though 
it was low. Will you tell what you told Mr. Lawlor and how you 
came into possession of that information ? 

Mr. Russevi. Within limits I think I could do that. 

Mr. Lawlor telephoned me immediately after the low bids were 
read—correction. Immediately after he had received notification 
that he was low bidder, and said, “It looks like I am going to get the 
job and the prices are rising sor apidly that I would like to ask you 
to contact your suppliers and determine whether or not you can hold 
the price so that we will not have any penalties to pass on this job.” 
So I contracted our purchasing departments and they made contact 
with our various suppliers of castings and other component parts and 
got the fire pretty well built along the lines of getting everybody ready 
to get this job entered on the books. Then we sat down and waited 
and waited and waited some more. 

( Discussion off the record.) 

Senator Moopy (presiding). You may proceed. 

Mr. RusseEti. Senator Moody, I am discussing the procurement of 
these valves. 

Mr. Newsy. You can just continue where you left off. 

Senator Moopy. Let me say this for the record. While I am not 
familiar with the set-up to date, LT will try to catch up with you. 

Mr. Russeny. We did not receive a formal order from the General 


Filter CO, aha | asked them On many oeccaslons what had happened 
to the order. It was very embarrassing for our organization to cal] 


in the various =u} pliers and alert them to the point where they were 
ready to handle thi work and comply with the requests from the 
Army) Air Fore for delivery in 60 days. ii vould be a Most diffieult 
ussignment, and we thought that it would be the right thing to do to 


use every eltort we had at oul command to get shipment as quickly as 


po LLDit 

Certainly in those days, when we were asking those suppliers to 
hold n } i son the promise of a confirming order being sent to us. 
we had many telephone calls asking us where was the order. So, in 
turn, the pressure went on me, and I asked questions. L asked Joe 
Law le vhen he was going to get oe order, and he told me that he 
had been assured that he was going to get it from the general at Day 
ton. and he told me some of thi efforts he had gone through Lo « lear 
out the red tape that seemed to be cluttering up this procurement. 


I did not get the order, and so ] telephoned the Refinite Corp. to 
find out whether or not the order had been placed with them or whether 
or not it was going to someone else, and attempted to get as much 
information as I could. 

Mr. Newsy. What information did you get from the Refinite C orp.? 

Mr. Russet. The information I got from the Refinite Corp. is in 
that file, and if you will allow me to go off the record for a moment, | 
will be glad to comment on it. 
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Mr. Newry. Can you comment on the information you got for the 
record? What is the objection to that ? 

Senator Moopy. There is no use going off the record, because we are 
trying to get the facts here. 

‘Mr. Russeiu. The information was given to me that the job might 
be awarded to them. 

Mr. Newsy. To the Refinite Corp. 4 

Mr. Russevy. That is right. 

Senator Moopy. Did they tell you why they thought the job might 
be awarded to them ? 

Mr. Russeii. No, they did not. 

Mr. Newsy. Was it any stronger than that it might be awarded to 
them ? 

Mr. Russetu. I don’t like to have words put in my mouth, and I 
certainly don’t want to comment on a leading question like that. 

Mr. Newsy. The reason I asked that is napieney of Mr. Lawlor’s 
previous testimony. Would you say that he gave a fair representa- 
tion of what you told him, or is there a distinction that should be 
drawn between what he said and what you told him ? 

Mr. Russetu. Yes. The only thing is, I did not tell him where 
I had received the information. It might be stated for record pur- 
poses here that it has been my duty to become well acquainted with 
the water conditioning equipment industry, and naturally, I know 
most of the people in this industry, some much better than I know 
others. I know the personnel at the Refinite Corp., most of them, 
and can assure you that the president, Mr. Ostenberg, and the general 
manager, Mr. Spaulding, are very high-grade people who I am sure 
are as much interested in fair and square procurement as this com- 
mittee Ra 

Mr. Newsy. What I was trying to get at was, what did you tell Mr. 
Lawlor that you had learned from the Refinite people ? 

Mr. Russeux. I didn’t tell Mr. Lawlor that I had heard anything 
from the Refinite Co. I told him that I had heard—and I did not 
state where it came from—I told him that I had heard that the con- 
tract was going to be placed with the Refinite Corp., and that the Gen- 
eral Filter Co. was not qualified or would not be qualified to supply 
the units. Ithink we laughed about that. because I had been out to his 
plant the day after Thanksgiving and saw his facilities, and I can 
certainly st: ite for the record that if an organization was ever quali- 
fied to manufacture demineralizers for the Army Air Forces, in my 
opinion he certainly has that organization. 

Mr. Newsy. Going one step further, can you give us the source of 
this information that you gave to Mr. Lawlor ? 

Mr. Russetyu. No: I don’t think so. 

Mr. Newsy. Why is it that vou wouldn’t want todothis? In other 
words, I am trying to establish whether the source was within the 
Refinite Co. or not. 

Mr. Russeii. Yes: the source was from within the Refinite Co. 

Mr. Newsy. Am I correct in assuming that the committee has the 
name of the gent lem: an you talked to? 

Mr. Russet. You are most assuredly correct in that. 

Mr. Newsy. In connection with this award, has there been any dis- 
cussion in the water-softener trade about the manner in which it was 
handied ? 
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Mr. Russeun. Yes. There is an association in Chicago which is a 
recog ized trade association for this industry. It is the National 
\ssociation of Water ¢ onditioning Equipment Manufacturers, and 
the Refinite Corp., Elgin, and many other companies are members of 


that organization. Naturally, that brings the people together at reg 
i! { ‘rvals for committee meetings, and at those committee meet- 


Ing lam sure it has been discussed, because T have heard It. 

It was also the st biect of intense interest and discussion at the 2-day 
meeting of April 16 and 17 in Chicago. 

Senator Moopy. Can vou give us the substance of those discussions 4 

Mir. Russen Yes, ina joking Wavat lunch time, or in pe riods when 
there was a little opportunity to get together, the question was raised, 
“What has happel | to that job out in Towa with all the publicity 
we have read about in the paper? Who finally ot it, and what was 


{ l 
In other words. they were trving to find out whether or not fair play 
id been eiven in tl ease, and [ think some of the companies wer 
te] tec o know whether o1 not thev could expect similar opposition 
rut e relatiol ps WV th the Army Air Fore ind other branches 
tr Grove nent \v ere they night requ t water-conditionmMe equip 
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iS i \Ioopy Y imean the Air For told NH ( hot qual 
| (i | (} 
Nii IXY SELL. Ther were ruled out fol some renso or other. nl | 
Mr. W { tid he was not qualified as a bidder for some reason or 
er. | lon't know too mu I ibout it. be ause | have rie ver discussed 
facts and figures, other than the fact that I heard Mr. Wantz say 
that he felt like suing the Government for 85.000, and to find out what 


they meant by causing a small manufacturer to spend $5,000 in figuring 
job and wasting their time when it could have been put to other 
rs more usefully. 

Senator Moopy. Did he contend that he was qualified, and that he 
had been ruled out unfairly, or did he merely protest because he had 
Hee] ruled out 4 

Mr. Russeu.. Most assuredly, he stated that he had been ruled out, 
and that he thong) it Was unfair, 

I might state that they, without a doubt, have a fine reputation for 
manufacturing deionizing equipment, and I understand that they 
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have in excess of a million dollars in backlog on their books right now 
in that field. 

Senator Moopy. Do you have any information as to what reason the 
Air Force gave for ruling that company out / 

Mr. Russein. I don’t, but I am sure you could obtain it by writing 
to Mr. Wantz. 

Mr. Newsy. Mr. Chairman, we a a letter here from Mr. Wantz, 
in which he enclosed a copy of a letter that he wrote to the command 
ing general at the Air Matériel Command on January 17. Mr. Wantz’ 
letter is dated March 13, 1951, and I would like to offer it as an exhibit 
in the record at this hearing. 

Senator Moopy. It will be received. 

(The correspondence referred to follows aa 


ILLINOIS WATER TREATMENT CO 
Rockford, [ll., March 18, 1951. 
HON. JOHN SPARKMAN, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR SPARKMAN: We were pleased to learn from your letter of 
March 7 of the inquiries your committee is making concerning the disposition 
of the order for 105 mobile demineralizers, as covered under Air Force invita- 
tion to bid No. 33—038—51-792. 

While our firm was disappointed in not receiving the contract to manufacture 
these items, we were surprised to learn of the developments surrounding the 
failure of the Air Force to award the contract to the General Filter Co., which 
was low bidder. On January 8, we received a communication from the contract- 
ing officer of the Air Matériel Command at Wright Field indicating all bids sub- 
mitted in response to the above-mentioned invitation had been canceled in the 
best interests of the Government. To pursue this matter further, I called Cap- 
tain Atterholt and attempted to obtain additional information as to the possibility 
of our firm being selected as one of those to negotiate the purchase of the items 
involved. Captain Atterholt advised me that all bids had been disqualified on 
the grounds that only one had qualified to supply this type of equipment to their 
command. Even though he did not specifically name the firm with whom they 
intended to negotiate this contract, we, of course, Knew that the Refinite Corp. 
received the previous contract and it was to be assumed they were the firm with 
whom the negotiations would be made. When this question was asked of Captain 
Atterholt, he did not indicate my assumption was incorrect. 

Enclosed is my letter of January 17, in which the feelings of our company are, 
I feel, clearly expressed. You will note in the second paragraph we mentioned 
the fact that the original invitation explicitly indicated under item 1b, that 
the provision whereby each bidder should be subject to submitting a test sample 
was deleted. Even in view of this they felt it within their rights to reject our 
bid once submitted on the grounds that we had not previously submitted a test 
sample for qualification. As you can well realize, regardless of the size com- 
pany, it is a costly procedure to prepare intelligent engineering and cost figures 
on a project amounting to close to one-half million dollars, and, most surely, we 
would not have spent the money in preparing and submitting this information 
had we known we were to be disqualified at a later date 

During the latter part of 1950, our firm accepted the responsibility of rebuild- 
ing and completing the acceptance tests on a unit similar to those in question. 
This unit was originally fabricated for the Air Matériel Command by the 
Process Equipment Co., which during 1950 went out of business. It was because 
of personal relationship with Process Equipment Co. that our firm, the Illinois 
Water Treatment Co., accepted this responsibility and saw to it the tests on 
the equipment were carried to completion. Even in view of this, they would not 
consider our firm a qualified bidder since they felt there were a sufficient number 
of changes in the original design to warrant complete new tests on the equip- 
ment proposed. It must be said, however, in all fairness to the engineering sec- 
tion of the Wright Patterson Air Force Base that they have given our firm ex- 
cellent cooperation. 

It is believed Mr. Lawlor has presented the story of the part his firm, the Gen- 
eral Filter Co., played in these negotiations. As indicated above, while we were 
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desirous ourselves in not receiving this contract, we do feel the manner in which 
this was handled is not in the best interests of our Government and surely is not 
in the best interests of the Air Force itself because of the limited factors in 
having only one supplier for this type of equipment which several firms like 
ourselves are competent of manufacture. 

It is hoped this information will be of assistance to you and your committee; 
however, if additional information is required, please do not hesitate to contact 
us, 

Very truly yours, 
ILLINOIS WATER TREATMENT CO., 
JOHN F. WANTz. 


JANUARY 17, 1951. 


COMMANDING GENERAL, AIR MATERIEL COMMAND, 
Wright Field, Dayton, Ohio, 
(Attention: Captain Atterholt, USAF, Contracting Officer. ) 

GENTLEMEN: We are in receipt of your communication dated January 8, 1951, 
in which you have indicated all bids submitted in response to your invitation 
No. 338-08S8—01-7T92, have been canceled in the best interests of the Government. 

After discussing this matter by phone with members of the procurement oflice, 
it Was understood that this contract is to be negotiated with Refinite Corp. on 
the basis that they were the only firm which had complied with a product quali- 
fication test. While it is the policy of our firm to cooperate with all Government 
bid requests, we would not have spent the time and money required to submit 
such a bid had we been aware of the possibility of such action. In the schedule 
of the above-mentioned invitation under item No. 1-b, the provisions that each 
bidder shall be subject to submitting a test sample were deleted and we, therefore, 
feel that the ground on which these bids were canceled was unjust. It must be 
remembered the Refinite Co. as well as the Process Equipment Corp., both of 
which furnished similar units to the Air Force did so without previously sub- 
mitting units for qualification test and that they have now become suppliers of 
qualified equipment only because of the contracts they received and the work 
done at Government expense. The Illinois Water Treatment Co. has quite pos- 
sibly designed and fabricated more demineralizing units than all of the other 
competitiors who bid on this project combined, It is a feeling of this company 
that this demineralizing unit is not of such a special nature as to require quali- 
fication prior to fabrication. We feel that in this instance the policy which has 
disqualified all but one bidder is detrimental to the defense effort in that it limits 
the Government's supply of such an article to one firm and then subjects them 
to secret negotiation, 

We realize that during the present emergency, delivery times are important, 
however. the bids were submitted on or before November 13, and had prompt 
action been taken at that time the delay of more than 2 months would not have 
occurred and necessitated such action if that were the cause. 

The writer has been in contact with several competitive firms who submitted 
bids on this project and it is a unanimous belief of those contacted that each firm 
should be compensated for the time and money involved in preparing the sub- 
mitting of their above-mentioned bids. This is in view of the fact that a ruling 
completely contradictory to the provisions of the request was made, and that had 
those provisions been stipulated, they would not have submitted a bid in view of 
the high cost of submitting a sample on such a special item. 

We are anxious to cooperate with the Government in submitting bids on equip- 
ment of our manufacture and intend to continue to do so in the future. We 
trust that rendering this protest will not in any way jeopardize our position in 
that respect. 

Very truly yours, 


ILLINOIS WATER TREATMENT CO., 
JOHN F. WANTz. 


Senator Moopy. In this conversation you had with the gentleman in 
the Refinite Co., did he give you any reason why he thought he was 
going to get the contract or why he thought his company was going 
to vet the contract ? 
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Mr. Russetu. I told him the contract was going to be awarded to 
the General Filter & Softener Co. in Ames, Lowa; and he said sub- 
stantially—and I think this is in my letter, and you can check, if you 
will—*T wouldn't be too sure about that.” 

Senator Moopy. Is that all he said / 

Mr. Rt SSELL, That is what ] remember ot his conversation. 

Senator Moopy. You told him that the contract was going to be 
awarded to General Filter. Why did you think that? 

Mr. Russeiit. Mr. Lawlor, in response to my questions, told me that 
he had assurance from a General Smith—I think that is the correct 
name—from Dayton, whom he had just gone down to see 

Senator Moopy. There are a number of General Smiths. Can you 
identify him any more closely than that ? 

Mr. Russett. No. It was the general he went down to see when 
he was trying to find out. 

Mr. Newsy. I believe Mr. Lawlor referred to Gen. Philip Smith, 
Mr. Chairman. 

Mr. Russeiy. I don’t know the name involved. It was in Dayton, 
however. 

Senator Moopy. Mr. Lawlor had been informed by General Smith, 
or he had so told you, that he was going to receive the contract / 

Mr. Russeti. It was somewhere in that part of the year when that 
information was given tome. It may have been that he had some of 
that information from me previously, because we had not received an 
invitation to bid, and we had specifically requested it. That was the 
second indication that I had that something wasn’t just right. 

First of all, when you send an agent down from Cincinnati to 
Dayton to get the information, and then it does not come in, and 
then you see the delay in the awarding of a contract, and the next thing 
hear a statement like I heard, that I shouldn't be too sure about who 
was going to get the job, it would lead anyone to believe that there 

vas something wrong. At least, that would be a reasonable deduction 
that I think anyone in this room could make if they had been in my 
shoes and witnessed what I witnessed. I think unquestionab ly that 
that would be the only conclusion anyone could logically reach. 

Senator Moony. I see. Thank you very much. 

Do you have any other statement to m: ake, Mr. Russell ? 

Mr. Russet. Yes. I would like to say that it would seem to me 
that the best interests of the United States Government, and certainly 
the best interests of the people, are to be served by having the con- 
sultants in the industry work with the Army Air Force designers in an 
attempt to clearly set forth specifications and make a clear picture 
available to all prospective bidders. I so recommend that they do 
that without too much delay, and certainly before they procure any 
further number of demineralizers. 

Senator Moopy. Is that all, Mr. Russell ? 

Mr. Russetxi. That is all for me. 

Senator Moopy. Thank you very much. 

Is Mr. John U. McGuire here ? 
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STATEMENT OF JOHN U. McGUIRE, CONTRACTUAL SPECIALIST, 


RIGHT-PATTERSON AIR FORCE BASE, DAYTON, OHIO 


a 
Sel 


ator Moopy. Mr. McGuire, did you have charge of the procure- 
ment of these items ? 

Mr. McGuire. I did. 

Senator Moopy. Will you tell us in your own way, relative to the 
case, how it was procured and why you followed the course of pro- 
a that vou did? 

ill you let us have, first, your name and your title? 

Mr McGuire. My name is John U. McGuire. My official title is 
contractual specialist. Iam a buyer for the Air Force. I have been 
for the past 2 years. During those Z years I have bought thousands of 
items. I have consummated approximately 200 to 300 contracts. 

In September of the past vear, I received from our tequireme nts 
Branch, which we call Supply Division, a requirement to purchase 105 
of these water demineralizers. That requirement is established, in 
effect, as follows: We are now increasing the strength of the Air 
Force from 40 erenns to approximately 90 groups. In relation to 
that, we are buying more supplies for ground handling equipment, 
more aircraft. 

Upon receipt of this requirement, I requested from Sources Branch 
» source list from which I would solicit bids. I sent my request tor 
bids over the Advertising and Orders Branch with the request that 
they solicit and advertise bids, which they did. I believe originally 
we hada pproxim: ite ‘ly seven or eight sources on the source list. 

When the bids were opened, I reviewed them; and, in my opinion, 
General Filter did not submit a responsive bid for the following 
reason : that they had taken exception to the Federal excise tax article 
of the invitation for bid, which states that all applicable taxes shall 
be included in the contract. 

Mr. Peterson or Patterson, representative of General Filter, called 
me a few days after the opening of the bids and asked me the status 
of the bids. I told him at that time that the bids were being rejected, 
would be readvertised. It was my opinion that the best interests of 
the Government could be served by readvertising in an effort to let 
General Filter withdraw what I regarded at that time as their quali- 
fication regarding the tax. I wanted to afford them that opportunity 
so I wouldn't have to go to the third high bidder. I don’t recall off- 
hand who the third high bidder was; but I do recall that the difference 
in price, had I chosen to go to the third high bidder, would have been 
somewere bet ween $75,000 and $100,000 higher. 

Mr. Newsy. Excuse me. I have your abstract here. The third high 
bidder was the Illinois Water Treatment Co., of Rockford, Ill. The 
total of their bid was $457,261.60. The next low bid was that of 
Refinite Corp., $409,842.50. And the low bid was the General Filter 
Co. of Ames. Lowa, $348,591.75. 

Mr. McGuire. Right. 

Mr. Newsy. Let me ask you at this time if, prior to this occasion, 
you had made an effort to determine from the Bureau of Internal Reve- 
nue whether an excise tax was applicable to this type of article 4 

Mr. McGurre. Prior to that time, I had not made an attempt to con- 
tact the Internal Revenue Department to determine whether or not the 
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tax was applicable. The reason for not going to the second low bidder 
was the same as not going to the first low bidder, the fact that he also 
took exception to the Fe leral excise tax article. 

Mr. Newsy. Were you able subsequi ntly to determine whether the 
excise tax did or did not apply ¢ ¢ 

Mr. McGuire. It is still under question. We have reports from one 
office that it is: another that it is not. Weare back with another letter 
how to try to determine whether or not it is applicable. 

Senator Moopy. So the genesis of the confusion in this case ap- 
parently started from a lack of certainty as to whether that tax ap- 
plies, is that correct ¢ 

Mr. McGuire. That is substantially correct. 

Senator Moopy. If this bid had included the excise tax feature, 
would vou have felt it to be responsive ? 

Mr. McGuIre. Had he made no mention whatsoever of the Federal 
excise tax, I would have assumed that he had submitted a responsive 
bid. 

I would like to go on. Ata later date, after Mr. Peterson or Patter- 
son called, requesting the status of the bids, after I told him they were 
being rejected and would be readvertised, he asked me to reconsider the 
General Filter bid, whieh I did. I took it to our legal cg el. the 
judge : advocate’s office, the following d: ay or the da Ly after that, I don’t 
recall which. It was their opinion that even though the exe ise tax, 
if applicable, was not included in the bid or in the price at the time of 
bid—let me rephrase that. Even if we had included an additional 5 
percent into the bid price of General Filter, General Filter would 
still be the low bidder, and it was the judge advocate’s opinion that 
I, as the buyer, could accept the bid. 

Well, I accepted the bid. 

Shortly thereafter, Mr. Lawlor came in, at which time I requested 
of him a clarifying statement se agiia alia ‘ry and a statement as 
to the amount of money included in his bid price for Federal excise 
tax. He gave me the statement without question. At that time, I 
told him that barring unforeseen deve lopments, the award would be 
recommended to his firm. However, I would request a facilities survey 
be made of his plant. I told him that that was normal procedure for 
a contract of this size and nature; that I was not familiar with his 
facilities, nor was I familiar with his work. I had seen his brochure, 
but we, as buvers, see many hundreds of brochures per month or per 
year. 

I told him at that time not to proceed with the contract: that to 
do so would be at his own risk, because there were too many uncertain 
ties and too many things ¢ ould happen whereby he might not receive 
the contract. 

I told Mr. Lawlor that barring unforeseen developments, I would 
recommend the award to him. Immediately following Mr. Lawlor’s 
departure, or a day or two after that, I requested of the Chicago area 
office, our suboffice, a facilities survey. 

Mr. Newsy. How did you do that, Mr. McGuire ¢ 

Mr. McGuire. I did that by wire. 

Mr. Newry. Do you know when that was? 

Mr. McGutre. I believe I have it here. Sometime between the 22d 
and the 30th of November, probably the latter part of November, 
closer to the 30th than the O94, 
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Mr. Newsy. Did you get results from that, and if so, when ? 

Mr. McGuire. I received the results during December. 

Mr. Newsy. In the interim, had you followed it up? 

Mr. McGuire. I followed the request for a facilities survey up once 
by wire. I requested that they expedite it as much as possible, inas- 
much as the time for acceptance of General Filter’s bid was expiring 
shortly. 

Mr. Newsy. When did you send that second wire? 

Mr. McGuire. Close to the 14th, between the 14th and 18th of 
December. That is as close as I can determine. 

Mr. Newry. That was about 2 weeks after the first one / 

Mr. McGuire. Thereabouts. 

Mr. Newsy. What is the usual time in which you receive a facilities 
Inspection after having requested it / 

Mr. McGuire. Normally, I would say it takes from 1 to 2 weeks. 
For the record, we received the facilities survey report on the 21st 
of December. 

Mr. Newsy. Do you have a copy of the inspection report which you 
received / 

Mr. McGuire. We do. 

Mr. Newsy. Would you make it available to the committee ? 

Mr. McGuire. We will. 

(The document was produced.) 

Mr. Newsy. Is this the only copy you have with you? 

Mr. McGuire. We have the original copy. We are looking for 
it now. 

Senator Moopy. This report will be received for the record. 

(The document follows :) 

CuiIcaco AF PROCUREMENT FIELD OFFICE, AIR MATERIEL COMMAND, 
Chicago 15, [ll., December 18, 1950. 

Subject: Transmittal of minutes of meeting of Facility Advisory Board, and of 

report of survey of General Filter Co., 923 Second Street, Ames, Iowa, in 

connection with I. F. B. 33-038-51-792, dated October 17, 1950, J. McGuire, 
buyer, MCPPXG-33 

To: Commanding General, Headquarters, Air Matériel Command, Attention: 

MCPPXG-33, Mr. J. McGuire, Wright-Patterson Air Force Base, Dayton, Ohio. 

1. Forwarded herewith, in accordance with our conversation of December 11, 
1950, are minutes of meeting of Facility Advisory Board of Chicago AF Pro- 
curement Field Office, of December 18, 1950, and the capability survey of General 
Filter Co., 923 Second Street, Ames, Iowa, in connection with I. F. B. 33-088—51-— 
792, dated October 17, 1950, with attachments thereto, as listed. 

For the Chief, AF Procurement Field Office : 

WILLIAM CC, NICHOLS, 
Major, USAF, Chief, Industrial Planning Section. 
Four enclosures: 
1. Minutes of meeting of FAB. 
2. Survey, General Filter Co. 
3. General Filter Co. letter of December 14, 1950, and December 15, 1950. 
4. 4 photographs. 


MINUTES OF MEETING or Facitiry Apvisory BoarD—CHICAGO AF PROCUREMENT 
FIELD OFFICE 


Date of meeting: 1030 hours, December 18, 1950. 

Place: Chicago AF PFO, AMC, 1660 East Hyde Park Boulevard, Chicago 
15, Ill 

Members present: Messrs. Emmett L. Quick, Contract Section: W. O. Nangle, 
Quality Control Section; Maj. W. C. Nichols, Industrial Planning Section; 
Lt. R. G. Lake, Production Section, chairman. 
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Present also was Mr. Albert W. King, industrial specialist, Industrial Plan- 
ning Section, who made the investigation, upon which the attached report, 
regarding the survey of the General Filter Co., Ames, lowa, is based. 

1. Facility survey 

A request for information relative to a manufacturer's ability to produce 
in accordance with bid submitted was reecived from Wright-Patterson Air 
Force Base by two TWX’s, November 29, 1950, and December 11, 1950, respectively, 
as follows: “MCPPXG33-11—423-E re invitation for bid 33—038—51-—792 for water 
demineralizer stock No. S200-205000, General Filter Co., of Ames, Iowa, low 
bidder. Request facility survey. Reply to attention of _MCPPXG33"; and 
“MCPPXG23-12-2638-E re TWX MCPPX33-11—423-E from this headquarters 
relative to request for facility survey IFB 33—-038-51-792 General Filter Co. 
Request reply be expedited as acceptance expires December 25, 1950.” 

Mr. Albert W. King, representing the Chicago AF Procurement Field Office, 
visited the facilities of the General Filter Co., Ames, Lowa, and the facilities of 
the Refinite Corp., Ralston, Nebr., and, in consequence, has submitted the attached 
report to the Facility Advisory Board. 

Following thorough discussion of the capabilities of the General Filter Co., 
the Board arrived at the following conclusions: 


2. Conclusions 


(a) The Facility Board is of the opinion that General Filter Co. submitted a 
bid without adequate information, specifications, and drawings pertaining to 
the desired end item. 

(b) That General Filter Co.’s bid was $526 per unit less than the figure of 
$8,391, which was arrived at by an Air Force cost analyst. That because of this 
low bid, General Filter has put itself in a position whereby they are apt to 
suffer considerable loss if they are awarded the contract 

(c) That General Filter Co. does not have comparable facilities to those of 
the Refinite Corp. of Ralston, Nebr., which is currently producing such items. 
That doubt exists among the members of the Facility Advisory Board as to 
the adequacy of the facilities of General Filter Co. to produce this product with 
high quality. 

(d@) That General Filter Co. is unaware of the complexity and the time re- 
quirements of the testing process. 

3. Recommendations 

(a) On the basis of these conclusions, the Facility Advisory Board recom- 
mends that General Filter Co. be unfavorably considered for the award of this 
contract. 

(b) The Board further recommends that if it is the desire of the Air Matériel 
Command to establish an additional source for such items, General Filter Co. 
should be thoroughly informed of the specifications and drawings pertaining 
to this item prior to any resubmission of bids or renegotiation. 

EMMETT L, QUICK, 
Wember. 
W. O. NANGIE, 
Uemober. 
W. C. NICHOLS, 
Vember. 
Ropert G, LAKE, 
Chairman. 


CHICAGO AF PROCUREMENT FIELD OFFICE, 
AIR MATERIEL COMMAND, 
Chicago 15, Itl., December 18, 1950. 


Subject: Capability Survey of General Filter Co., 923 Second Street, Ames, lowa, 
telephone 226—in connection with I. F. B. 38—-038—51-792, dated October 17, 
1950, J. MeGuire, buyer, MCPPXG-33. 

To: Chairman, Chicago AF Procurement Field Office, AMC, Facility Advisory 
Board. 

From: Albert W. King, industrial specialist, Industrial Planning Section. 
Items: Demineralizer—water, mobile, A—1, 105 each. 
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Reference: Two TWX’s, and one telephone message, from MCPPXG-383; the 
two former communications dated November 29, 1950, and December 11, 1950, re 
spectively, and the latter, dated December 11, 1950, 1.526 hours, a conversation 
conducted between Major Nichols, A. W. King, CHPFO, Industrial Planning 
Section, and Mr. J. McGuire, buyer, MCPPX-33, Headquarters AMC, 

Personnel interviewed : 

General Filter Co.—J. P. Lawlor, president; Eugene Schmidt, engineer 





in charge of demineralizer section; A. G. Schreiber, secretary-treasurer ; 
Marion Hirschburg, attorney at law of Hirschburg & Reynolds, 300 Main 


Street, Ames, Iowa, tele phone 578° Clay W. Stafford, president, Ames Trust 
& Savings Bank, Ames, Iowa 
Wichita Area Office, personnel, Wednesday, December 6, 1950, responsible 
for the administration of Contract No, AF 33 (038)—9855 for 90 each demin- 
eralizer-water, Mobile, A-1, awarded to the Refinite Corp., Ralston, Nebr., 
February 1950, at the bid price of $2,917 each of which 59 units have already 
been accepted and delivered, and the remaining 31 units of which are assured 
delivery by the end of December 1950. Major Brown, Chief of Area Office, 
Del Perry, contracting officer, Glenn Johnstone, industrial specialists, A. C 
Johnson, cost accountant, M. W. Compton, A. F.. procurement inspector. 
Refinite Corp., personnel, Thursday, December 14, 1950, at Ralston, Nebr., 
Charles A, Spaulding, Jr., vice president and general manager, H. A. Wester 
berg, assistant to vice president, W. H. Ostenberg, Jr., president and chair- 
in of the board. 
Surveyed by Albert W. King, industrial specialist, CHPFO, Industrial Planning 
section 


Date of Survey: 


Wednesday, December 13, 1950, at Ames, Iowa—General Filter Co 
Thursday, December 14, 1950, at Ralston, Nebr.—Refinite Corp. 


Important factors not knoaen to loiw bidder General Filter Co 


his survey reveals the deplorably fragmentary and unreliable character of the 
data and information on which the low bidder based his bid. Here are the im- 
portant things that he did not, and still does not, know: 

(a) Referent facility does not have first-hand information on the procurement, 
design, manufacture, assembly, testing, and packaging of the A-—1 water demin 
erolizer, based on a careful study of a complete set of working drawings. Gen- 
eral Filter has never seen such working drawings, does not know that the first 
such set was drawn by Refinite’s engineering and drafting department, after 
seve! months of intensive experimentation, research, conferring, and at times, 
heartbreaking action and reaction between Refinite and AMC, Wright-Patterson, 

nd Wichita Area Office Management of General Filter has a confused and 
vague idea that these drawings were made at Wright-Patterson and that head 
quarters will furnish a complete set in the event award is made at the Ames, 
Iowa, coneert The fact remains that the low bid is a very crude guess, largely 











inspired, it would appear, by a former Refinite salesman who now is employed by 
liate of General Filter Co., and who also knew very little of the technical 
details, costs, and other economic factors involved in making a worthy bid in a 
market as unstable as the present market. 

») The fact that the specifications originally issued by headquarters AMC, 
Wright-Patterson, in conjunction with contract AF 33 (0838)—-9835 were so defee 
1 


tive, erroneous, and inappropriate in numerous instances, that it was necessary to 


1 four contract change orders, the last dated as late as Novem r 7, 1950. is 
so, for the most part, ignored by General Filter Co. Management’s concept 
of what bas actually happened during the preliminary stages of performances on 
contract 9835 at Refinite’s plant is very much jumbled 
\lso overlooked by General Filter Co. is the promise AMC has made to 
Refinite, concerning a boost in unit price of the 90 demineralizers on contract 
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9835, amounting to about 9 percent on the original bid price of $2,917 each, based 
upon an intensive 3-day cost analysis, made by AMC at the Refinite plant, as of 
November 1950. The increase in price is reported to constitute the substances of 
CCO No. 5, now in the making. The actual total cost of the A—1 demineralizer 
as figured by Mr. A. C. Johnson, of the Wichita area office, is $3,175.57, and with 
a 7 percent operating profit, or $218.01, the selling price per unit is reported at 
$3,393.38. If this, then, is to be considered as prima facie evidence that the A-1 
unit cannot be built for less, would it be ethical or equitable to ward the contract 
at $55,000 under the actual cost as figured by AMC to a much smaller facility, 
inadequately equipped to perform some of the operation in the assembly of this 
unit on its own premises? General Filter Co. is not equipped to paint these 
units as stipulated in the specification requiring a temperature-controlled large 
paint booth and a gas-fired drying oven. Nor can General Filter Co. test these 
demineralizers in its small plant, having only 7,500 square feet floor space, with 
no trained testing personnel. 

(d) One of the several oversights General Filter Co. made in bidding was the 
disallowance of any money whatsoever for royalt 








Vv payments to the American 
Cyanamid Co. that holds patents on four-bed demineralizers. This omission is 
based on management's interpretation of AMC specifications to mean a two two- 
bed unit and not a four-bed one. However, Mr. Spaulding reports that he was 
categorically instructed by Mr. Lynch at headquarters, Wright-Patterson, to set 
aside $61.39 royalty on each A-1 made. 

(e) There are several other important details in connection with the sue- 
cessful production of this unit that have been left out of General Filter Co.’s 
ealculations. These omissions, no doubt, have contributed to a bid charged with 
possible trouble for all parties concerned. Bidding blindly, on hearsay, and on 
fragmentary information of a questionable character, can be disastrous. Some- 
thing should be done to make available to all bidders the minimum quanta of 
concise, reliable data to permit making a reasonable bid. 





Personnel 

\t the time of the General Filter Co. survey, only eight factory workers were 
noticed in the assembly and welding shops (totaling 5,540 square feet), and 
these were engaged in cutting pipe and welding a large sheet steel tank for an 
iron removal unit in a water treatment installation; no one was in the basement 
machine shop (1,598 square feet). Executive, office, and engineering personnel 
counted 11, making a total number of 19 people 

Total personnel reported working at Refinite Corp. 2 weeks ago amounted to 
220 people: at one time Refinite had 17 experienced testing personnel alone, work 
ing three shifts, doing performance tests on groups of demineralizers ranging 
from 3 to 10 units at a time 
Floor area 

(a) General Filter Co.—Space is inadequate wholly to handle on own premises 
the assembly, fabrication, painting, and testing at the productive rate stipulated 
in the IFB Referent facility will have to sublet most of the qualification and 
performance tests, primarily for lack of space, which is around 7.500 square feet 
more building. The welding shop. DO by 69 feet, where assembly of A-—1 demineral 
izers is planned, is now badly congested by a quantity of small domestic water 
softeners, packed and unpacked. Lighting is poor, housekeeping very untid 

Largely because of cramped quarters, General Filter Co. is planning to trans 
port all demineralizers to Towa State College chemical-engineering building, 2 
miles west, where Professor Arnold says he is planning to test A—1 units with 
the help of graduate students in a space measuring about 15 by SO feet, in part 
used by trucks delivering soybeans for fat extraction in a mill and extractor 
adjoining the test. 

(b) Refinite Corp.—Floor is adequate wholly to handle on own 





premises up to 
2 production rate of around of 25 each, con pleted, tested, and ecepted nits 
monthly; and could probably handle a maximum of 55 units monthly Owns 
three buildings closely grouped with a ground area of 300 feet by 500 feet. One of 
these is a Quonset hut (40 by 100 feet) devoted entirely to the assembly. painting, 
and frame fabrication. A second, the machine shop and administrative build 





ing, with approximately 20,000 square feet, is equipped with modern machine 
tools in excellent condition, and a large gas-fired bake oven to take a 10-foot tank 
A third building, stoutly built of reinforced conerete, has a floor area of about 
18,000 square feet devoted to a modern water laboratory, testing space sufficiently 
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large to gang test 10 A-1 units at one time, a large rotary kiln and other 
equipment for manufacturing a zeolite from Bentonite and sodium hydroxide 
olution, 


Financial resources 


(a) General Filter Co.—Al\though a recent financial statement shows insuffi- 
cient cash on hand to purchase materials, parts, and components required for 
making the 105 units stipulated, referent facility has been guaranteed credit by 
Mr. Clay W. Stafford, president of Ames Trust & Savings Bank, up to about 
$150,000. General Filter Co. accompanied its bid with a bond issued by Travelers 
Indemnity Co. of Hartford, Conn 

(b) Refinite Corp.—This concern has ample cash and credit to handle at least 
$1,500,000 worth of demineralizer units within the next 9 months without under- 
going any financial distress; has already demonstrated its financial capability by 
having delivered 59 each acceptable units up to date, with assurance that the 
remaining 31 units will be delivered by the end of December 1950 to complete the 
contract, 






Senator Moopy. The Senate is meeting in 5 minutes, and I judge we 
cannot conclude in 5 minutes. Perhaps we had better adjourn until 
tomorrow morning. 


Can you come back tomorrow morning ¢ 

‘The meeting will stand adjourned until 10 o’clock tomorrow morn- 
ing. 

(Whereupon, at 11:55 a. m., the hearing was recessed until 10 a. m. 
Thursday, May 24, 1951.) 








SMALL-BUSINESS PARTICIPATION IN THE MILITARY 
PROCUREMENT PROGRAM 


THURSDAY, MAY 24, 1951 


Unirep STATES SENATE, 
SeLecr COMMITTEE ON SMALL Business, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
457, Senate Office Building, Senator John J. Sparkman (chairman) 
presiding. 

Present : Senator Sparkman. 

Also present: John E. Newby, special counsel, and Charles E. 
Shaver, general counsel. 

The CuatrrmMan. The committee will come to order. 

Mr. Albert W. King, will you come around, please, sir. 


STATEMENT OF ALBERT W. KING, UNITED STATES AIR FORCE 
INSPECTOR 


The CuHarrman. Mr. King, I am going to have to run down to the 
Foreign Relations Committee, and I will be back just as soon as IJ 
possibly can. In the meantime I will ask if Mr. Newby will take 
over and develop this case. I apologize for having to leave. 

Mr. Newsy. Mr. King, will you give your name, title, and address, 
please. 

Mr. Krne. Albert W. King, industrial specialist, Midcentral Air 
Force Procurement District, Chicago; 3 years with the Air Force. 

Mr. Newsy. On this demineralizer procurement, I believe that 
sometime in December you were first acquainted with the procure- 
ment action that was taking place in this case. Would you tell, 
please, how it first came to your attention and what happened, 
chronologically, as far as you are concerned ¢ 

Mr. Kine. Yes. Early in December 1950 we received a telegram 
from AMC headquarters to make a survey of the General Filter Co. 
in connection with invitation for bid 51-792, covering 105 each water 
demineralizers. Major Nichols asked me to make this survey: so 
I immediately called up Mr. Lawlor. 

Mr. Newsy. Who is Major Nichols? 

Mr. Kine. Major Nichols is the chief of the production section. 

Mr. Newsy. You called Mr. Lawlor when, Mr. King? 

Mr. Krne. I called Mr. Lawlor very shortly after Major Nichols 
handed me the telegram from headquarters. That, I believe, was 
a Friday, December 1, 1950, in the morning. The first thing I did 
was to call Mr. Lawlor at Ames, Iowa, and asked him to send us 
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in Chicago his own survey report on his plant telling us what facili- 
ties he had, personnel, floor area, and other qualifications for the 
manufacture of a demineralizer, as stipulated in the invitation for bid. 





Mr. Newsy. it was a regular procedure; was it not / 

Mr. Kaine. That was the customary procedure: yes, although we 
e very, very busy. I immediately called Mr. Lawlor. 

Mir. Newsy. Then the next thing that occurred was when? 

fr. Kine. Well, the next step in accordance with the usual pro- 


( jure, | went to the facility files for information On thre production 
\-1 demineralizers for the purpose of determining production data. 
It is always necessary in getting an assignment of that kind to get 


packoroul dom iterial, 

Mr. Newry. And were they in vour office ? 

Mr. Kins. Unfortu: ately, when I leoked t the files there was no 
rec ord of any concerh making cdlemineralizers. We had ho technical 
data on demineralizers, and I reported to the major that we had 


] 
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olutely nothing on a unit of that type. 
Mir. Newsy. Did you have in vour files a copy of the invitation to 
hid? 

Mr. Kine. Yes; IT went to the bid room and we did get a copy. That 

one of the next steps in order to determine what the bid is and the 
conditions and terms of the bid. 

Mr. Newsy. Did you also have in your files copies of the specifica- 
tions covering this unit ? 

Mr. Krxe. We had what are termed “bid specifications’; a very 
general term. I did not pay too much attention to the details of a 
bid specification, except in a general Wwiy, because usually the bidder 
as the detailed information, and I check up with him on the details 
of the commodity or the item being studied. 

Mr. Newsy. That is after you get out to his plant. 

Mr. Kine. That is ri@ht. 

Mr. Newsy. As I understand it, you made a call down to your 
Wichita area oflice shortly, or 1 or 2 days after you talked to Mr. 
Lawlor: is that right? 

Mr. Kine. We had a conference. When I told the major that we 
had no information, he said. “You had better vet in touch with the 
contracting officer.” who was actually administering a current con- 
tract covering precisely the same, more or less, type of demineralizer 
that was specified in this invitation for bid 51-792. So, it was decided 
after conference that I would make a telephone call to the Wichita 
office, where this contracting officer had a very comprehensive file on 
the current contracts for 90 of these demineralizers. That was Fri- 
day. We did that all Friday. That is, we did not call, but we made 
the arrangements for the 1 of December. 

Mr. Newsy. When was it that you called Wichita ? 

Mr. Kine. That was Friday. Then Saturday we did not work. 
We are working now—some of us. Sunday intervened. Then Mon- 
day the first thing in the morning I got the Wichita office on the wire 
and spoke to Mr. Perry, the contracting officer. However, before 
vetting Mr. Perry on the wire I had the receiver in my hand, and 
before I had a chance to talk Mr. I awlor « ame into the office. 

Well, we found his survey report in the unprocessed mail; opened 
the envelop and went into Major Nichols’ office and had a meeting 
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there that lasted about 35 minutes, a very cordial meeting, in which 
ve discussed certain phases of the procurement, discussed some of 
the facilities that Mr. Lawlor had at his plant. So, I was unable 
to call Wichita that day. We spent, I should say, about an hour and 
a half to 2 hours with Mr. Lawlor. 

Mr. Newsy. Are vou able to determine when that was, Mr. King, 
as to the date you talked to Mr. Lawlor in your office ‘ 

Mr. Kine. Yes. That was the following Monday after the Friday 
that the telegram came in. That was December 4, 1950, in the morn- 
ing. Mr. Lawlor arrived, I think, in the midmorning. 

Mr. Newsy. Then what happened after that conve ‘sation with Mr. 
Lawlor ¢ 

Mr. Kine. After the conversation in M: vjor N Nichols’ office we re ide 
a tentative agreement that I would visit Ames the following Wednes- 
day. 

Mr. Newsy. That is December 6% 

Mr. Kine. That is December 6: yes, sir; that is right. 

Mr. Newsy. On December 5 what happened ‘ 

Mr. Kine. On December 5, in the morning, I got in touch with 
the Wichita office and talked to the contracting officer, and after the 
conversation Major Nichols and I decided that it would be necessary 
for me to go down to Wichita for the purpose of getting a compre- 
hensive picture of the production problems surrounding the manu- 
facture of these 90 units. Mind vou, this is the first time that I had 
ever heard about the concern that was m king these water demineral- 
izers. It was also the first time, Friday, that I had heard about the 
General Filter Corp. On neither one of these two facilities did we 
have any data in our Chicago files, our facility files. 

Mr. Newsy. Had you known previously what a demineralizer is? 

Mr. IING. Theoretically, from my experience as a chemical en- 
gineer, I knew that it centered around a cation and anion exchange, 
that there were certain beds of zeolites, but actually I had never seen 
a mobile demineralizer. That isa very special type that was designed 
for a specific purpose, a very modern type, ultramodern. 

Mr. Newry. Now, you talked to Mr. Perry, was it, at Wichita, on 
December 5, on the phone d 

Mr. King. That is right. 

Mr. Newsy. How long did you talk to him on the phone? 

Mr. Kine. That was a very long conversation. ‘That was a half 
hour, as I recall it. 

Mr. Newry. As a result of that conversation, did you make any 
notes or memoranda ? , 

Mr. Kine. I did. I did make brief notes. 

Mr. Newsy. By referring to those now, can you tell us what the sub- 
ject of the conversation was, or the substance. rather ? 

Mr. Kine. Y es. The substance ot the conve eno had to do with 
a design period, first, v where the prototype was de mere by the facil- 
ity. That involved several months, during which time, by design, by 
cut and try, by exper imentation, the original concept was cony verted 
into a workable practical demineralizing unit that met the needs of 
the Air Force. In other words, like in a good many other instances, 
the germ idea was developed to produce a workable, practical unit. 
It so happened that that entailed much more time than was stipulated 
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in the original production contract. In other words, here we have, 
really, a combination contract, a deve lopment contract, and a produe- 
tion contract, which resulted in a delinquency in ddivery period due 
to the time spent in iealinaiae and experimenting and developing a 
workable unit. 

Mr. Newry. That isat the Refinite Corp. / 

Mr. Kine. That is at the Refinite Corp. ; right. 

Mr. Newsy. Then after this telephone conversation you proceeded 
to Wichita, did you? 

Mr. Kine. Yes. Incidentally, I already had my travel orders for 
(mes, but it was so essential after that telephone conversation, when 
I learned of the comple xities, the production comp ylexities, partic u- 
lar Is the very stringent qui ality control, acceptance and performance 
tests, and the cost accounting that was then being done by the AMC 
at the Refinite Corp., it was such an outstanding case—as the major 
said to me, “You better change your orders and proceed to Wichita to 

quaint yourself with the situation.” 

Mr. NEw BY. And you did f0 to Wichita ¢ 

Mr. Kine. Tuesday IT had my travel orders changed, and Tuesday 
night on the Santa Fe, I took the train and arrived the next morning 
in Wichita, and spent the entire Wednesday, when I should have been 
in Ames, Iowa. 

Mr. Newsy. Did you call Mr. Lawlor and tell him you were not 
coming on the date that you said ? 

Mr. Kina. No. I had so much work that IT did not call him until I 
returned from Wichita. 

Mr. Newsy. Let me ask you this: Do you know whether the initial 
conversations between the Chicago office and the Wichita office on the 
telephone about this procurement which occurred at a time after you 
were requested to conduct an inspection took place 

Mr. Kina. I spent 

Mr. Newsy. Just a minute, sir, let me finish my question—took place 
as a result of a call placed by Chicago to Wichita or by Wichita to 
Chicago? 

Mr. Kine. I cannot answer that. I only know of one conversation 
that I had with Wichita. Undoubtedly there were other conversa- 
tions, but I cannot vouch for any other coversation. I can only say 
that I had one conversation with—oh, by the way, yes, let me see, 
T will take that back. TI had one conversation with Wic shit: a, and after 
conferring with the major I had another conversation in which I told 
Wichita that I was coming. That is right. Is that what you had 
reference to? 

Mr. Newry. The question that I have reference to is as to who 
initiated these conversations between Chicago and Wichita. 

Mr. Kine. We, I, the major, the major ordered me to, after our 
conference on the situation. We had no information, no background. 
How was I able to survey intelligently a new facility without back- 
ground, knowing: 

Mr. Newsy. Let us not go into all the ramifications. Let us just 
be responsive to the question. 

When the major instructed you to call Wichita, as I understand he 
did. did he indicate to you that he had had a previous conversation 
with Wichita? 
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Mr. Kine. No, he did not. 

Mr. Newsy. He did not? 

Mr. Kine. No. 

Mr. Newsy. Thank you. 

Then you went down to Wichita on December 6, and while there 
to whom did you speak in the Wichita office ¢ 

Mr. Kine. I reported to Major Brown, the chief. Then I was in- 
troduced to the industrial specialist who was handling the particular 
contract involving these demineralizers. 

Mr. Newsy. Who was that? 

Mr. Kine. That was Mr. Glenn Johnstone. 

Then I was introduced to Mr. Johnson, a cost accountant, who had 
just returned from the Refinite Corp. in Ralston, Nebr., with a detailed 
analysis of production costs on the demineralizer. Also I was intro- 
duced to the Chief of Quality Control, Mr. Compton. 

Mr. Newsy. In other words, there was present in the Wichita office 
upon your arrival everybody that knew anything about Refinite pro- 
duction of this item ? 

Mr. Kine. Not everybody, but the key men, 

Mr. Newsy. At least four of them? 

Mr. Kine. Four of them, that is right. 

Mr. Newsy. As a result of your conversations with them, what did 
vou learn, briefly ? 

Mr. Kine. Briefly, I learned the design characteristics, that it was 
mounted on a trailer, that it had Monel stainless steel tanks, that they 
had a lot of special valves that had rare alloys in them. I knew that 
certain parts had to be acid- proof; others had to be alkali-proof. I 
also found the original design had been changed considerably; the 
engineering exhibit which was the germ idea, was radically changed, 
and a complete set of working drawings had been made by Refinite 
during the initial 4 months’ period; that a very careful study had 
been made for the new design and tentative specifications drawn up 
which altered the original skeletal specifications. 

I also learned about the cost accounting that had been done, and 
some of the facilities avail: i at the Refinite plant, the number of 
employees they had varied between 175 and 225. 

Mr. Newsy. Let me ask you this: You refer to these valves and 
parts, Monel tanks, and so forth. Did the Refinite manufacture these 
things ? 

Mr. Kine. They did not. Incidentally, I also learned about one 
very important, and probably the most difficult part of the produc- 
tion schedule, and that was the extremely exacting oneditions im- 
posed on the testing of these units which is of prime importance; the 
long tests, first the acceptance tests and then the performance tests, 
and that was particularly emphasized, that was a three-shift opera- 
tion with specially qualified crews who worked day and night for a 
period of weeks to determine the performance which is the essential 
thing in a demineralizer. The construction of one is one problem, 
the design is another, and then the performance, that is probably the 
most important thing. 

Mr. Newsy. These were the first demineralizers that had been made 
and, of course, the Air Force wanted to be certain they were getting 
what they intended to get in the way of performance. Would you 
say that that was the reason for that extensive testing? 
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Mr. Kine. Yes. In fact, it is a very important phase of any Air 
Force procurement, the testi oO ( { it. Many, Miany ot these fac ‘ilities 
can make, but when it comes to making an acceptable item, that: is 
another problem altogether. I learned from my visit at Wichita 


that there are many more factors involved in the manufacture of a 
demineralizer than just a mere eo of parts bought from various 
sOUTCeS, There is a very, very exacting )) rob lem of mal Chg the cle- 
mineralizer perform, and perform on time in accordance with the 
— delivery. 

Mr. Newsy. Did you learn with respect to these working drawings 
whether or not the drawings had been made available to the Air Force 
by the Refinite Co. 4 

“Mr. Krye. There is a clause, I understand, in the contract—— 

Mr. Newsy. No. I say did you learn whether or not the ean awings 
hs ic heen made : ave ailable to the Air Force ? 

Mr. Kine. They are available. I know that. 

Mr. Newsy. Did you learn that during your visit to Wichita, that 
is the question 4 

Mr. Kina. No: I did not learn that at Wichita. 

Mr. Newsy. Did you learn that they had not been made available? 

Mer. KING. No: I did not. 

Mr. Newsy. In other words, you did not know whether the Air 
Force had the drawings or did not have them ? 

Mr. Kine. I did not know that. 

Mr. Newsy. After your visit to Wichita you returned to Chicago; 
di : yor ,sir? 

e aoa Yes. The same day I made the survey. 

<3 Newsy. And on the day you returned to Chicago did anything 
unusual tre inspire th: it you recall / ¢ 

Mr. King. Yes. That was—let me see, I was there on the 6th, which 
was a Wednesday. I left Wichita the evening of the same day and 
[ arrived in Chicago on a Thursday, and I found the major in tele- 
phone conversation with Mr. Lawlor, 

Mr. Newsy. Upon your return to the office ? 

Mr. Kina. Yes. 

\ir. Newsy. Would you tell what transpired from your point of 
view / 

Mr. Kine. Yes. I spoke to Mr. Lawlor over the telephone that day, 
and if 1 did not apologize for breaking my appointment I want to 
do it now, but I explained to him why we « ‘hanged our plans, why it 
was necessary for me to go down to Wic ‘hits a and make this prelimins ary 
study, bul from the tenor of Mr. Lawlor’s questions I am sure he felt 
that he was wronged, and that my trip was entirely unnecessary, and 
that I eaid have notified him. I am very sorry that we did not 
do so. But I explained to him that the chief reason for going down 
there was to gather fundamental information on the production of 
these demineralizers for the purpose of making a more in telligent 
survey of Mr. Lawlor’s facilities. You see, one of my jobs is to help 
general contractors in their production prob lems. How could J help 
without knowing something ‘about the production obstacles and trou- 
bles that were being experienced in the manufacture of these demin- 


~ lig / 
el ilizers / 
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Mr. Newsy. Let us just keep ourselves to the conversation that you 
had with Mr. Lawlor on the phone. What did you tell him and what 
cid he tell you ¢ 

Mr. Kine. Then I told Mr. Lawlor some of the problems that had 
been encountered in the making of these demineralizers. 

Mr. Newsy. What were they 4 

Mr. Kine. First, there was the mechanical skill of the workers who 
would have to make such a unit. Second, there was the terrifically 
involved problem ot testing the unit and getting it accepted. Third, 
there was the problem of royalties to a company that had basic rights 
on four-bed demineralizers. 

Mr. Newsy. That was a problem amounting to about, as I under- 
stand, S64 an item / 

Mr. Kine. Beg your pardon ? 

Mr. Newsy. That was amounting to = S64 a unit? 

Mr. Kine. Sixty-one dollars, I think it was: yes, that is right. 

Also, the problem of specifications and aac drawings. I asked 
Mr. Lawlor if he had working drawings, to be sure he knew how the 
demineralizer was built and what components, parts, were necessary 
in making a unit like that 

Mr. Newry. What di d he say when you asked that question ? 

Mr. Kine. Mr. Lawlor said he and his assistants, the management 
ot the Greneral Filter, had olven very Care Fin] Cons! ideration to all of 
those factors, particularly emphasizing that his chief engineer, Mr. 
Schmidt, had read over the specifications together with the attorney, 
and that they had decided that the demineralizer was not a patented 
item involving a four-bed column, but it was a two-two-bed column: 
therefore, they were not obligated to pay the American Cyanamid 
Co. any royalty. 

Mr. Newsy. In connection with this telephone conversation, could 
vou describe whether the conversation was a calm one or whether it 
hecame excited, or what was the tenor of the conversation 4 

Mr. Kine. Unfortunately. the tenor was somewhat irregular. Mr. 
Lawlor, I gathered, felt that I had committeed an irregularity, that 

had done wrong, and that I was not using the proper tone of voice, 
because I was just overwhelmingly filled with data which I was 
trying to pipe to him, so that he would have a realistic idea of what 
the construction of this demineralizer involved, and in my enthusiasm 
1 probably spilled over and gave the wrong impression. It certainly 
was not my intention to be discourteous, or disrespect ful, although l 
wn afraid that Mr. Lawlor thought that I was. 

Mr. Newsy. At that time did you tell him you would be coming out 
to his plant to look at it ? 

Mr. Kine. Oh, ves. 

Mr. Newsy. Did you tell him when you would come / 

Mr. Kine. Yes. We made arrangements to get out there at the 
first opportunity. I had other matters which were very important, 
and I told him that I would come out to Ames—that I was then 
prepared to survey his capabilities and his facilities to manufacture 
such a demineralizer. 

Mr. Newry. What was the purpose of your giving all this informa- 
tion to Mr. Lawlor over the telephone ¢ 
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Mr. Kine. Because I have found in my experience in making sur- 
veys that it is not infrequently the case that a low bidder or a bidder 
overlooks some of the most vital important factors in the making of 
the commodity or the unit or the tvpe of equipment that he has bid 
on. He overlooks those cauenii int things, and one of my duties is to 
peint out those Important factors so that the facility, so that manage- 
n - n hasa realistic idea of what they are about to do. 

. Newry. You usually do that in advance of going to the man’s 
facility to inspect it ¢ 

Mr. Kina. Yes. That is the very essence of my surveys: a pre- 
award survey involves precisely that, and if I find that the man 
has made an error, that he has not taken into consideration the design, 
he does not have the working drawings, he does not have the specifica 
tions, I report to the field and the field then eliminates that man in 
certain instances. What the procedure is 1 do not know, but the field 
delegates me to find out if the man has put in a realistic bid. That 
Is Very common, 

Mr. Newsy. Now that we have that point. I believe after your 
telephone conversation with Mr. Lawlor he wrote a letter to your 
office, to Major Nichols, did he not ? 

Mr. King. He did, a very sharp letter. 

Mr. Newsy. And subsequently you went out to Ames, Lowa, to 
survey the plant ¢ 

Mr. Kine. Yes. It was not until almost a week later because of 
the press of other very important matters that I had that I was able to 
make that visit to Ames. 

Mr. Newsy. And prior to going to Ames you received another re 
quest from Wright Field to get on with this survey: is that right / 

Mr. Kine. I believe it was on December 11 that Mr. McGuire called 
from the field, and then there was a three-party conversation, the 
major, Mr. MeGuire, and myself, in which Mr. McGuire asked what 
we were doing about the survey of General Filter. He said that the 
time would run out Christmas Day, although it could be extended, but 
he did not know whether Mr. Lawlor was agreeable to it, and urged 
to have the survey made just as quickly as possible. We promised 
Mr. McGuire that the survey report would be ready the 19th of De- 
cember, that he would have it in the mail at that time. 

Mr. Newsy. During that telephone conversation, was any refer- 
ence made to the fact that you had run across things down at Wichita 
which you had called to Mr. Lawlor’s attention in the telephone call. 
These were factors which Wright Field previously apparently had not 
called to Lawlor’s attention, such as the changes and specifications, 
drawings, and so forth ¢ 

Mr. Kine. I will tell you, that was never mentioned on that ocea- 
sion, never mentioned. Mr. McGuire was interested solely in the 
running out of the time on Chritmas Day. 

Mr. Newsy. Then you went out to Ames, Iowa. 

Mr. Kine. Yes, I was out there the 13th day of December, spent the 
whole day practically with Mr. Lawlor and his associates. 

Mr. Newsy. And what did you do, briefly? You went to look 
at the plant, did you ¢ 

Mr. Kine. Mr. Lawlor was very cordial in his reception. He took 
me over to this attorney’s office, Mr. Marion Hirschberg, and we went 
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over to the plant, and Mr. Lawlor introduced me to his chief eng- 
neer, Mr. Schmidt, and the secretary and treasurer, Mr. Schreiber, 
and we sat down in the front office and we looked at the accumulation 
of data that General Filter had had on this preprocurement. They 
were very, very cooperative. They showed us all of the fundamental 
data gathered, their cost analysis which was a very meticulously 
documented list. and I felt that they had done a very good job. 

Mr. Newsy. As a2 result of your survey 

Mr. Kine. That was in the morning. In the afternoon, Mr. Law- 
lor conducted me through the plant, showed me the physical lay-out, 
then showed me some warehouses that were at a considerable distance 
from the plant itself, a siding. a vacant lot, and then we drove over 
to the State college at Ames, about 2 miles, and we talked to Professor 
Arnold. who was then conducting some tests on cation and anion 
tests for the Atomic Energy Commission: showed me about a thou- 
sand square feet in the chemical engineering building where he, that 
is, General Filter, expected to have the performance tests made. 

Mr. Newny. Asa result of this inspection you conducted and review 
of the records and the conversations you had, what was your conclus- 
sion with respect to General Filter’s ability to manufacture demineral- 
izers ¢ 

Mr. Kine. Before I left I told Mr. Lawlor I thought that he could 
make the demineralizers. I thought he could make it. However, I 
still believe that he can make it today. However, I must confess that I 
am not sure at what rate he can produce the demineralizer; whether he 
can make an acceptable demineralizer I do not know that. I still have 
my doubts I cannot say. It isan uncertainty. That is no defect, that 
is simply one of the conditions that every engineer, every concern 
has to face. A good many concerns can make, but they have difficulty 
in making something that meets the specifications: they have dif- 
ficulty in making something that can be delivered within the stipulated 
time which is very important. 

Mr. Newsy. Let me stop you there. What is there that came to 
your attention as a result of your survey of the General Filter Co. 
that created any doubt in your mind that this company could manu- 
facture an acceptable unit, specifically what came to your attention? 

Mr. Kine. Well, the first two that I had, the first doubt as to the 
ability to produce on time and acceptable, centered around a very 
simple plain item in the survey report that Mr. Lawlor submitted at 
the time he came into our office: something so simple that it really is 
just perplexing. When we asked for the floor space of the facility 
we expect floor space and not vacant lots, not outlying warehouses, not 
railway sidings. Up to that point I told Mr. Lawlor that he impressed 
me very favorably. He has a very fine university record, he impressed 
me as a man of the highest honor, but when he came to report the floor 
area of his plant he mixed in with productive floor area office space, 
storage space, which in his report was scattered, not bunched together. 
It was about 600 square feet and a little machine shop in the basement; 
about 2.000 square feet in the east shop, and about 2,000 in the west 
shop. And then he put in 6,000 square feet for the vacant lot, and 
some other areas, that totaled about 10,000 square feet. 

Now, when we ask for floor space we mean floor space, and there is 
no equivocation in that request. That was the first—you asked me 
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what created the first doubt in my mind that this facility might have 
difficulty in producing on time. That was the first one. that limited 
floor area. 

Mr. Newry. You have insinuated here by implication, I think, at 
least | vel that ImMpressio he that Mr. Lawlo yr musre} resented his floor 
area 

Mr. Kine. No, no. That may very well have been. No; he did not 
misrepresent that. He is too good a man to do that. He did not mis- 
represent that. That was probably done by a clerk. He delegated 
that toaclerk. IT assume it was. I do not think Mr. Lawlor said that. 
* Mr. Newsy. When you went out there, you saw everything they 

had. 

Mr. Kine. Not everything. I saw the main facilities that were to 
be used in the manufacture of this demineralizer unit. 

Mr. Newry. Everything that they were going to use that was per 
tinent to your survey. 

Mr. Kina. No. They were going to expand. I understand they 
ae not have any adequate painting facilities for this unit. They told 


me they were going to install that. That is perfectly natural. They 
h: s the oe shop chuck full of domestic sm: all water softeners. They 
told me they were going to ¢ ‘lear that out. In other words, they were 


going to expand, and that is normal. They were going to expand 
and prepare for the production of this particular unit. They did not 
have the space for testing the unit. Therefore, they said they were 
going to test it over at the university. I still have doubts that that 
is going to be a satisfactory arrangement because the area available 
over there is about 1,000 square feet on the floor of the engineering 
building right in the midst of some soybean pressing equipment, and 
other tests that are going on where the trucks drive in. Then they 
are going to use students and postgraduate personnel on a three-shift 
basis for conducting these very, very important acceptance and per 
formance tests. 

Mr. Newsy. Who was 2,oine to supervise those tests: did he say ¢ 

Mr. Kine. Oh, yes; Professor Arnold. 

Mr. Newsy. And you consider him a competent man / 

Mr. Kine. I certainly do consider him a competent man; yes, sir. 

Mr. Newsy. And these students are technical students in the college, 
are they not? 

Mr. Kina. Yes. 

Mr. Newsy. What was the final conversation you had with Mr. 
Lawlor before you left Ames with regard to his ability to fabricate 
this article? 

Mr. King. I told Mr. Lawlor that I was very much impressed with 
the study that he had made of the important factors involved in the 
procurement of the demineralizer, and I believe I told him he could 
make it 

Mr. Newsy. On the basis of the information Mr. Lawlor had when 
he submitted his bid, that is, the information which was furnished 
him by the Air Force, was his bid fairly arrived at and did it include 
a profit, according to your analysis? 

Mr. Kine. From what he showed me; yes, it was fairly arrived at. 

Mr. Newsy. Is there any question in your mind but that he showed 
you everything he had on that point ? 
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Mr. Kinc. He showed me everything he had, yes. He cooperated 
fully. 

Mr. Newsy. Then you returned to Chicago—— 

Mr. King. No: I did not return to Chicago. From there I went 
to Ralston, Nebr., and I visited the Refinite plant for the purpose of 
acquainting myself at first hand on the ——— of these acceptable 
demine oe I wanted to see just how they were made. 

Mr. Newsy. Were you requested to make that trip by Wright Field? 

Mr. Kine. They asked me to make a surve y, and when I am asked 
to make a survey, if it is necessary to use the utmost methods, I do so. 
I go anywhere—— 

Mr. NEWBY. Answer the question. Where you asked to go to 
Ralston, Nebr., and look at the Refinite plant ¢ 

Mr. KING. I Was not: no. 

Mr. Ny WRY. Who did you see at Ralston, and what transpired there? 

Mr. Kina. I saw the key executive there. 

Mr. Newsy. They were who? 

Mr. Kine. I do not recall their names. The _ vas a Mr. Tucker, 
I think Mr. Ostenbere was there. but when it finally came down to the 
explanation of the design, the problems, the Spe eatin. all of the 
work that they had gone through, they had spent $5,000 on making 
working drawings, there were between 80 and 95 working drawings 
for this unit, it was an assistant to the vice president that showed me 
and briefed me and told me about the problems that they had had. 

Mr. Newsy. You were aware that that was a deve lopme: it contract 
that Refinite Corp. had had ? 

Mr. Kine. Then it began to dawn on me, gradually dawned on me, 
that it was first a development and then a production contract. Once 
the prototype had been accepted—and the contract was delinquent 
already—then in November the rate of production stepped up ata 
te rrifie rate and the de live ries were bel Lge hk ide, a i I think the full 
90 were delivered by the end of the year. 

Mr. Newry. Then you returned to Chicago and you prepared 
report. 

Mr. Kine. I did, and made it just as factual as I possibly could. 

Mr. Newsy. We have a copy of your report here, and 1 would like 
to review just a few portions of it, if we may. ‘There is one part that 
is entitled “Important factors not known to low bidder, General 
Filter Co.” 

Mr. Kine. That is right. 

Mr. Newsy. It says: 

This survey reveals the deplorably fragmentary and unreliable character of 
the data and information on which the low bidder based his bid. Here are the 
important things that he did not and still does not know. 

(a) Facility does not have first-hand information on the procurement, design, 
manufacture, assembly, testing, and packaging of the A—1 water demineralizer 
based on a careful study of a 


Mr. Kine. That is right. 
Mr. Newsy (reading) : 
General Filter has never seen such working drawings and does not know that 


the first such set was drawn by Refinite’s engineeriz 
after several months of experimentation 


complete set of working drawings 


ig and drafting department 


I will leave something out then. 
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Management of General Filter has a confused and vague idea that these draw 
ings were made at Wright-Patterson, and that headquarters will furnish a 
complete set in the event award is made to the Ames, Iowa, concern 

The fact remains that the low bid is a very crude guess, largely inspired, it 
would appear, by a former Refinite salesman who is now employed by an aff 
liate of the General Filter Co. and who also knew very little of the technical 
details, costs, and other economic factors involved in making a worthy bid in a 
market unstable as the present market. 

As I] unde rstand it, a few minutes ago you agreed that the General 
Filter Co. bid was fairly arrived at and ine lideda profit on the basis of 
the information which was furnished to that company 5 is that right f 

Mr. Kine. Plus— 

Mr. Newsy. Is that correct ? 

Mr. Kine. That is substantially right: that is right. 

Mr. Newsy. And this company was bidding on the basis of such 
information as was available to people in this field 4 

Mr. Kine. That is right. 

Mr. Newsy. In another section of your report, you say, under (b) : 

The fact that the specifications originally issued by Headquarters, AMC, 
Wright-Patterson, in conjunction with contract AF-33 (03S) 9835 were so defee 
tive, erroneous, and inappropriate in numerous instances that it was necessary 
to issue four contract change orders, the last dated as late as November 7, 1950, 
was also for the most part ignored by the General Filter Co. Management's 
concept of what actually has happened during the preliminary stages of per- 
formance on contract 9835 at Refinite’s plant is very much jumbled. 

The first sentence indicates that the General Filter Co. ignored the 
fact that specifications were erroneous. I understand this was a com 
petitive bid, and when the bids were opened General Filter Co. was 
bound by its bid; it could not change it, regardless of what happened 
subsequently. Is that correct / 

Mr. Kine. I know nothing about that, because that occurred a year 
before. 

Mr. Newry. a the General Filter Co. 

Mr. Kine. Oh. I do not know anything about that. 

Mr. Newsy. Do you know whether they had at the time they pre- 
pared their bid any information—— 

Mr. Ktxe. Who? 

ir. Newsy. Any information that the specifications that were given 
them by the Air Force on which to prepare their bid were defective, 
erroneous, and inappropriate ? 

Mr. Kine. I know nothing about that. 

Mr. Newsy. In other words, in this report you are pointing out to 
Wright-Patterson Air Force Base that the specifications they had 
issued on this procurement were erroneous; is that mght ? 

Mr. Kine. No, I was not pointing it out to the field, particularly. I 
simply went out to Ames and found that the facility had never seen a 
working drawing of the demineralizer; had never seen a specification, 
a set of specifications covering the demineralizer that was being built, 
or that was being asked for by Wright-Patterson Air Force Base. 
That is all T said. 

Mr. Newsy. Mr. King. the specifications that were used in the 
original Retinite development contract which you referred to as hav- 
ing been defective and erroneous, were they the same specifications 
used in connection with this second procurement wherein General 
Filter was the low bidder / 
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Mr. Kine. I do not know whether they were. That is beyond my 
check. I want to repeat what I said before. Originally, the concept 
of a demineralizer was presented in an engineering exhibit; that 1s, 
a model was presented. That is the way is was given to Refinite, and 
Refinite used that as a start in developing the acceptable product. 

Mr. Newsy. Your survey was to determine whether the General 
Filter Co. could manufacture the article they bid on which was de- 
scribed in the specification. 

Mr. Kine. I to!d them that they could. 

Mr. Newsy. Is that right ? 

Mr. Kine. No: the specifications I do not know. I will tell you 
what Mr. Lawlor told me. He said—and this reflects on his ability: 
he is a genius in a way—here he had to find out what the Air Force 
wanted: so he views the acceptable demineralizer by going to the 
shipping platform and looking at them; and a good designer, a genius 
can look at a piece of mechanism, glance at it, and go back and build 
it. believe it or not. You have to take that into account. 

Mr. Newry. You mean that Mr. Lawlor was put in a position where 
he had to do that; he was not furnished sufficient data ? 

Mr. Kine. I did not know whether he was put—-he told me that he 
did that. Then he told me—I asked him where he got his informa- 
tion: he told me. He was very sincere about it; he told me all the 
sources. Then he said: 

I also got exact specifications of components and parts and materials from the 

selfsame salesman-vendor that supplied Refinite. 
They gave him not only the design but ideas, and Mr. Lawlor then 
made some drawings of his own. I saw the drawings. He did not 
have, by any means, a complete set of working drawings, but he was 
approaching—wherever he could get the idea he crystallized it and 
used it, and he finally got a pretty good idea of what the Air Force 
wanted. 

Mr. Newsy. Going back—I think we can complete this part of the 
testimony by going back to the same question and answer that we 
went over once before. On the basis of your examination, the exami- 
nation of their records, it was your conclusion that the bid that Mr. 
Lawlor prepared and submitted was fairly made and included a profit, 
and that he was capable of making a demineralizer. 

Mr. Kine. That is right. 

The Cuatrman. There are just two things that I want to clear up. 
First. while we are on this, did the Air Force advertise for com- 
petitive bids without giving to the prospective bidders a fair show- 
ing as to what the product was that they wanted 4 

Mr. Kine. They never do that, Senator. 

The Cuatrman. I understood that from what you just said. You 
were talking about Mr. Lawlor’s efforts to find out what it was the 
Air Force wanted, and he went down and looked at the model, then he 
gathered from various people certain specifications and requirements, 

Mr. Kuve. Cam sure that the motives of the Air Force ave pure and 
honorable. 

The Cyaan. I am not questioning that. J am just questioning 
the procedure. 

Mr. Kina. But it so happens that some of these manufacturers are 
very efficient designers and they need like, for instance, we will say, 
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an archaeologist or an anthropologist, just one little part of the anat- 
omy, a jaw bone or an ulna to reconstruct all of the assembly. It so 
happens that it is sometimes very, very expensive to make these draw- 
ings and design, and that is left to the experience of the manufacturer. 
Some of these manufacturers have wonderful factilities for design- 
Ing, reproduction, and the Air Force leans heavily on these first-class 
Taciiities, 

The Cuamman. The other question is this: You have given us a very 
good story of your survey of the plant and your report on it which you 
found, and all of those things. but here is one thing I want cleared 
up. Mr. ee as I recall, said that he was first informed that his 
bid would not be accepted due to the fact that his facilities were inade- 
quate at a time prior to your visit to the plant and before there had 
been any survey or inspection by anybody representing the Air Force. 

What do you know about that ? 

Mr. Kine. Senator, I know nothing about that. All I can say—— 

The CrairmMan. Wait just a minute. If I remember correctly, he 
said that that report was made by you from Wichita. 

Mr. Kine. I never would indulge in any hearsay of that kind. 1 
am a scientist and an engineer by profession, and one of the first 
things I learned early in the game was to try to use the English lan- 
guage in a meaningful way, reduce the noise as much as possible, and 
I reduce the passing on of rumors just as much as I can. I am very 
careful in what I say, because in some of the scientific papers that I 
have written I have rotten myself into trouble because I was not exact 
enough in scientifie research. 

The Cuarrman. That is all. Thank you very much, Mr. King. 

Mr. McGuire, will you come up, please. 


STATEMENT OF JOHN U. McGUIRE, CONTRACTUAL SPECIALIST, 
WRIGHT-PATTERSON, AIR FORCE BASE, DAYTON, OHIO 


The CramrMan. You testified yesterday, I believe; did you not? 

Mr. McGuire. Yes, sir: I did. 

Phe CHarrman. Would you identify yourself as a contractual spe- 
cialist for the Wright-Patterson Air Force Base in Dayton, Ohio? 

Mr. McGuire. Yes, sir: that is correct. 

The Cuarman. Mr. Newby will propound some questions to you. 


ALL BIDS REJECTED AND CONTRACT NEGOTIATED 


Mr. Newsy. At the conclusion of your testimony yesterday the 
reports of Mr. King and of the Facility Advisory Board in Chicago 
were introduced into the record. I believe you received that report 
on December 21, 1950, or thereabouts. 

Mr. McGuire. That is correct. 

Mr. Newsy. What transpired in the way of accepting that report 
and (| restioning 1 it right after that? 

Mr. McGurre. After reading it, to me it seemed lke a comparison 
survey. 

Mr. Newry. It seemed like a comparison survey ‘ 

Mr. McGuire. Right. What I was actually trying to do was to 
determine whether or not the contractor had facilities to perform 
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the contract for the water demineralizer. After reading the survey, 
I took it to my superior, who was Colonel Scollay : he also read it. I 
said to him it appeared to be a comparison urvey also. Based upon 
the report, we had ho erounds of reject ion of the ¢ reneral Filter Co. as 
a nonqualified source. So, Colonel Scollay called Chicago for Colonel 
Kssaw. Colonel Essaw was out: so we spoke to Colonel (Quid k, who was 
a member of the Board. We asked that it definitely be stated whether 
or not in the Board’ opinion that General Filter lacked facilities. 
Colonel Quick said he would take it up with the Board and advise us in 
a few days. I waited a few days and heard nothing from him. We 
again contacted Chicago by wire, 1 believe. requesting the informa- 
tion as to whether or not General Filter did have facilities. Their 
reply was that in their opinion General Filter Co. did not have the 
facilities to perform the contract. Based upon that wire, I rejected 
the bid of General Filter. 

Mr. Newry. As I understand it, on December 30, 1950, your othice 
sent a teletype to Chicago over the signature of Col. L. r Scollay, 
which is as follows, and I quote: 

Request return wire confirmation that General Filter not, repeat not, recom- 
mended for award for at least the following reasons: Lack of testing facilities 
and lack of plant facilities. 

Is that right? 

Mir. McGuire. That is correct. 

Mr. Newry. How did it come about that that wire was sent ? 

Mr. McGuire. Major Kane and T had a talk with Major Brown. I 
believe the name is. of the Chicago area office. We again requested of 
him that we be informed whether or not in the Board’s opinion Gen 
eral Filter lacked facilities. We were informed that in the opinion of 
the Board the company did lack facilities to perform the contract. 

Mr. Newsy. This wire was to confirm the te lephonie conversation ? 

Mr. McGuire. That is correct. 

Mr. Newsy. Then, on the basis of the second wire, which was for 
the record. so to speak, you rejected all bids: is that right ¢ 

Mr. McGutre. Correct. 

Mr. Newsy. Then what happened / 

Mr. McGuire. I negotiated the requirement with Refinite Corp. In 
my judgment, I be heve, the best interest of the Government could be 
served by negotiating with the second low bidder, who in this instance 
was Refinite. Supply or Requirements Branch indicated that the 
requirement for this item was urgent, and I thought the thing would 
be done faster by negotiating rather than advertising. 

Mr. Newsy. In connection with vetting that procurement accepted, 
vou had to submit a record sheet through your administrative steps; 
did you not 4 

Mr. McGutrre. To vet the procurement approved ¢ 

Mr. Newsy. Yes. 

Mr. McGurre. Yes: FT did. 

Mr. Ny WRBY. This is the purchase from the Refinite Corp. / 

Mr. McGuire. Right. 

Mr. Newry. Mr. Chairman, I have here a photostatic copy of the 
routing and record sheet, and I would like to offer that for the record. 
The CHamman. That will placed in the record. 


(The information referred to is as follows:) 
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RoOvuTING AND Record SHEET—AIR MATERIEL COMMAND 


COMMENT NO. 1 


Fesruary 9, 1951. 
Subject: Contract AF 33 (038) 20688, Refinite Corporation 
To: MCPC 
From: MCPPXG33 

1. In accordance with DOI 70-1, the subject file is submitted herewith for 
review and approval to issue a Notice of Award. Information as follows: 

(a) Contractor: Refinite Corp., Refinite Sales Co. Division, Omaha, Nebr 

(b) Place where work is to be performed: Refinite Sales Co, Division, Omaha 
Nebr 

(c) Buyer: John McGuire, MCPPXG33, Ext. 32386. 

(d) Contract No. : AF 33 (038) 20688. 

(ec) Funds: Fiscal year 1951, project 133-09, purchase request No. 126497C. 
Sufficient funds have been committed to cover the total cost of the contem 
plated procurement. 

(f) JAG coordination: JAG coordination obtained. Contractor has verbally 
accepted Form IV price revision. Wire forwarded February 7, 1951. Same 
not received to date. 

(9) Type contract: Notice of award for Form 32 containing the following 
special provisions 

(1) Form IV, Price Revision Article limited to 5 percent of total contract 
price. 

(2) Renegotiation. 

(3) PARO Forms 9-8; 911A; special reproduction rights which are in 
accordance with JAG recommendations; Vinson-Trammell and Neutrality 
Acts are not applicable. 

(i) Contract prices: 


Item Unit otal 


1 | 105 each mobile water demineralizer, in accordance with Specification 


MIL-D-4024 and amendment No. 1 $3, 482.75 | $355, 688.75 

1A | Spare parts not exceeding 15 percent of the total cost of item 1 51, 853. 31 
1B | Maintenance data E 1, 950. 00 
iC Engineering data ee Ee 250. 00 
Target 7 * 422, 742. 06 

| Form IV price revision, 5 percent__..............-. 21, 137. 10 
ID winkpeees Suid bee iale teil ale ae ceed 443, 879. 16 


(i) Previous prices: Contract AF 33(088) 9835, Refinite Corp., 90 each units 
at $3,159.65 each. This has been the only previous procurement. 

(j) Delivery: Start within 90 days and complete within 160 days after 
receipt of award 

(k) Negotiations: Negotiations were conducted pursuant to section 2 (¢) (1) 
of Armed Services Procurement Regulations with Refinite Corp., the only source 
offering the required qualified product. The question regarding applicability 
of Federal excise tax as noted in contractor's proposal and Wichita area office 
report has been resolved. $y letter dated January 16, 1951, the Bureau of 
Internal Revenue has ruled that the article being procured is not subject to an 
over-all 5 percent trailer tax as imposed under section 3403 (c) of the Internal 
Revenue Code. Contractor notified accordingly. 

Royalty payments are required and are payable to the American Cyanamid 
Co., New York City. Patents and Royalties Division of the Judge Advocates 
Office has been notified of these payments. 

Cost analysis has been accomplished by the Wichita area office, copy enclosed. 
Since submission of the report, contractor has agreed to reduce the profit rate 
to 8% percent of total cost. Prices are considered to be fair and reasonable. 

(1) Subcontracting: Estimated at 20 percent. 

(m) Fiscal clearance: Enclosed. 

LOREN P. SCOLLAY, 
Colonel, USAF, 
Chief, Research and Matériel Section, Procurement Division. 
J. McGuIRE, 
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Mr. Newsy. In this routing and record sheet, it is stated here on 
page 2 under item (4), Negotiations: 

Negotiations were conducted pursuant to section 2 (ec) (1) of Armed Services 
Procurement Regulations with Refinite Corp., the only source offering the re- 
quired qualified product. 


As a matter of fact, this was not a qualified product at that time, 
Was It ¢ 

Mr. McGuire. Technically speaking, it was not. The paper work 
had been initiated. It was just a matter of time in letting the paper 
work catch up with itself. 

Mr. Newsy. But it was not on the qualified product list ? 

Mr. McGuire. It was not on the list. 

Mr. Newry. I believe this award was approved, but the procurement 
committee had some comments to make at that time. Could you tell 
us what those comments were ? 

Mr. McGuire. I believe there were three comments, I am not sure. 
One was regarding procurement from one source— 

Mr. Newny. Maybe I can help you on this. I made some notes. 
They said: 

Time for acceptance of this award expires today. For this reason approval 
is recommended, although in the following respects the transaction should have 
been Clarified before submitting for approval : 

(a) Why no competition was obtained, whereas in prior procurement, seven 
firms submitted quotations. 

(b) Why the target profit should be 8.5 percent although on prior procurement 
it Was 7 percent. 

(c) Why the status of the royalty— 
and this is with Refinite— 


Was not settled before the price was established after the contractor had indi- 
cated doubt that any royalty was payable. 

With respect to the target profit, would you care to comment on 
the situation there ? 

Mr. McGuire. I was not familiar with the negotiation of Refinite’s 
first contract. That was handled by Lieutenant Dosh. Refinite orig- 
inally requested a 10-percent profit rate. I did reduce that to 8.5 
percent. 

Mr. Newsy. What did the negotiation consist of ? 

Mr. McGutre. It consisted of a telephone call to the plant of Re- 
finite. I talked to Mr. Spaulding. I told him in my opinion for the 
size of the contract the profit rate was a little excessive, and that in my 
opinion 8.5 percent would be a fair profit. I would like for him to 
consider reducing his profit from 10 to 8.5 percent, and that in sub- 
stance is the conversation, and he agreed to reduce it to 8.5 percent. 

Mr. Newry. As a result, a contract was awarded to the Refinite 
Co., and this contract called for an expenditure of how much for 105 
demineralizers and spare parts? 

Mr. McGuire. The new contract called for approximately $422,000, 
That was the target price. The ceiling price was $443,000, approxi- 
mately. By target and ceiling price, I mean this: [ again, in my judg- 
ment. thought that the best interest of the Government could be 
served by including in the contract a price-redetermination article in 
effect which said, “We will allow the contractor a 5-percent upward 
revision in price, and he will allow us an unlimited downward revision 
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in price.” I thought it was best to use that for this reason, 1n review 

P } 1: } 
ing the cost of the new contract it appeared to me to be a lLittie 
excessive. 


| myself did not actually run the cost survey. That was handled 
by Wichita. So I thought that we should include a price- revision 

cle, so that upon completion of the contract if there were any 
funds saved we could recoup them. 


Mr. Newsy. Then the price at which Refinite had ori iginally bid 
back in November. they were the second low bidder. 

Mr. McGuire. Right. 

Mr. Newsy. It was $409,842.50, and the price at which they got 
the award was—will you repeat that / 

Mr. McGuire. $422,000 for target, and $445.000 for ceiling. 

Mr. Newry. And the bid of General Filter Co.. which was the low 
bid, was $348,591.75 

Mr. McGutre. Correct. 

The CHairman. Explain this to me, if you will: IT understood that 
when you negotiated with Refinite you negotiated vour bid down 

rd from a 10 percent profit toan &.5 percent profit. 

Mr. McGuire. That is right. 

The Cuatrman. And yet the target contract was in excess of the 
original bid. How was that ? 

Mr. McGuire. As I said, in my opinion the price quoted by Refinite 
on this second go-around was slightly high. I had to depend upon 
the cost analyst of the Wichita office — surveyed the cost. I agreed 
with Mr. Spaulding that provided h | » lowered his pry rate to 8.5 
ent, that we would allow an upward revision in price of 5 percent on 

the total contract price. That is about it. 
I would like to add one other point: It was brought out yester 
day that the cost of one particular valve had risen from S28 to $32 
Assuming’ that it had risen on one poe we can also assume 
that other components of the ph mor rticle had increased in price 
since the time of original abcastlieae That is part of the reason 
for the difference in price from the bid. 

The Ciaran. In other words, in the negotiated contract you 
were making an allowance for increased cost that had come about 
during tl ee of waiting / 

Mr. McGuire. Yes, that is right. and not making an allowance 
ves, | wil agree that we were. 

The Cuamman. Yet had you accepted the bid of General Filter 
on a competitive-bid basis, he was under performance bond to per- 
form for $348,000, was he not / 

me os Gutre. He hada bond: that is correct. 

The Cuamman. I do not know. It may be for the interest of the 
neha but I cannot see where a concern gives the Govern- 
ment a bond, guaranteeing to perform for $348,000 on a contract 
which can be handled, as I understand it, in spite of rising costs 
and vet when you negotiate a bid you provide a price that may cost 
practically $100,000 more to the Government. I Just cannot see 
how it would be to the advantage of the Government to negotiate 
a contract under those circumstances. I realize that the urgency 
of time factor enters into it. You said vou had checked that and 
were convinced that it was an urgent contract, but I assume that 
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the bond that General Filter gave also required him to fulfill within 
that time. It seems to me you are presenting a pretty strong argu- 
ment in favor of competitive bidding and away from negotiated 
bidding. 

Mr. McGuire. I would liketoadda point. 

The Ciamman. Yes, 1 would be glad if you would, because I am 
seeking a lot. 

Mr. McGuire. Bond does not euarantee performance by the con- 
tractor that is awarded the contract 

The CHamman. It isa penalty, is it not? 

Mr. McGutre. It is. 

The Cramman. Upon failure to perform. 

Mr. McGuire. Right. 

The Cuatrman. | imagine that before anybody executed that bond 
with him he would be pretty certain of his performance, do you 
not think so 4 

Mr. McGuire. We have many bonds that are in default where con- 
tractors have defaulted on delivery where we collect the amount 
of the bond. 

The Cuamman. But Mr. King said here this morning that he 
found General Filter had facilities. He did not think they were 
the most adequate in the world, but I think he said right here a 
few minutes ago that he came to the conclusion that they had facil- 
ities and the *-y could perform the contract. He was not certain they 
could perform the contract without losing money, but you had a 
bond. What you wanted was a finished product within the time 
limit, and if I understood Mr. King’s testimony properly, he said 
that he arrived at the conclusion that they could furnish the finished 
product within the time limit. They had adequate facilities, and 
that his great concern was that they would lose money on the bid 
that they had made. Of course, we do not want to see any com- 
pany losing money, but the Government wanted this product. I 
do not know. Itseemsa little strange to me. 

Thank you very much, Mr. McGuire. 

Mr. McGuire. I would like to make one more point. Regarding 
yesterday's testimony, wherein Elgin Water Softener claimed they 
did not receive a copy of the bid, their Cincinnati represeneative 
visited the Wright-Patterson Air Force Base and picked up our stand- 
ard catalogs and were told by the Source Unit, who distribute these 
catalogs, to take them back to his firm, or to his office, and check the 
items in which he was interested and resubmit the catalogs. Upon 
return of those catalogs, the bidder’s name is automatically placed 
on the list. Our records and reports indicate that those catalogs were 
never returned completed to the field; therefore, the firm’s name was 
not included on the source list. 

Also, the record indicates that in telephone conversation between 
the Cincinnati representative and the home office, in Elgin, I assume, 
that it was stated by the Elgin plant that they were not interested in 
bidding at this time because any award to them of his contract would 
fill their plant completely. 

The Cuarmman. Thank you very much, Mr. McGuire. 

I want to say this: We all recognize the fact that you have a very 
difficult job; all of you procurement people have a very difficult job. 
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We are not trying to cast any reflections on anybody. What we are 
trying to do is to urge every consideration and every care be exercised 
to make sure certain people are treated fairly and that the taxpayer 
is protected. I think in those two single statements our interest could 
be summed up. 

Thank you very much. 

General Shepard, please. 

General, will you identify yourself and your official position for the 
benefit of the record. 


STATEMENT BY H. A. SHEPARD, BRIGADIER GENERAL, UNITED 
STATES AIR FORCE 


General Sueparp. Brig. Gen. H. A. Shepard, United States Air 
Force. I am Director of Procurement and Production Engineering 
in the Headquarters of the Air Force. 

The CuarrmMan. Mr. Newby, will you interrogate the general. 

Mr. Newsy. General Shepard, I wonder if you want to state the 
Air Force position as a result of inquiry you conducted into this 
procurement so that it would be in the record. 

General SuHerarp. Yes, Mr. Newby; I would like to do that. 

We, of course, made a very exhaustive examination of this particular 
procurement from two standpoints—first, from the standpoint of 
irregularity in the conduct and behavior of. personalities concerned. 
We have determined by an independent examination made by properly 
authorized personnel that there was no irregularity as regards behavior 
or intent of the people participating in this particular procurement. 

On the other hand, however, with respect to the manner in which 
the procurement was handled, we have reached the conclusion upon 
review by properly authorized personnel at higher echelons in our 
procurement organization that an error in ‘lamas has occurred, 
in that the General Filter Corp., as of the present time, appears 
capable of undertaking a procurement of the character which was 
denied them. 

We therefore feel that we have learned from this particular pro- 
curement the lesson that we must be even more careful than we have 
tried to be heretofore in the selection and training of our personnel in 
order that they will be better qualified and better able to render what 
we consider correct judgment in each individual case. 

[ think that pretty well concludes our attitude about this. 

Mr. Newsy. There was a question regarding specifications here and 
the manner in which specifications are sent out apparently without an 
adequate safeguard that they are complete. I wonder if steps could be 
taken to see to it that some sort of check is made regarding the up-to- 
dateness of the specifications before they are sent out. 

General SHerarp. Our procedures are in effect, Mr. Newby, by which 
we can be assured that adequate specifications are submitted with re- 
quests for quotations. That procedure embodies the utilization of a 
specialized unit in the engineering group at Dayton to submit to the 
buyers proper and adeqiate spec ifications on which prospective bid- 
ders may submit their bids. 

Mr. Newry. Then there was one more point in this case. As a re- 
sult of the way in which it was handled you still only have one sup- 
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plier for demineralizers, and it is a question of broadening the base of 
procurement of this type item and other items that are in these times 
rather critical. 

General SHeparp. In fact, Mr. Newby, we have more than one 
source of dimineralizers for the reason that even though one manufac- 
turer has qualified his product on the qualified products list, our ad- 
ministrative procedures permit high authority in our procurement or- 
ganization to deviate from that administrative rule and determine that 
other manufacturers under appropriate conditions can be accepted as 
qualified sources subject to the first article inspection of the products 
which they contract to make. 

Mr. Newsy. General Shepard, are you familiar with the informa- 
tion from the ground equipment unit regarding the awards handled 
in that unit during that month of March 1951? 

General SuHeparp. I am, sir. 

Mr. Newsy. A letter written over the signature of Brig. Gen. Robert 
Eaton to the chairman of the committee under date of April 23, 1951, 
contains the information that we asked for; is that correct / 

General SHeparp. That is right, sir. 

The Cuairman. The letter will be placed in the record at this point. 

(The letter referred to is as follows:) 

DEPARTMENT OF THE AIR FORCE, 
Washington, April 23, 1951. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, United States Senate. 

DeaR Mr. CHAIRMAN: I refer to your letter of March 31, 1951, requesting 
information with respect to certain contracts awarded at Air Matériel Command 
between March 1 and 31, 1951. 

The following data is in reply to the information requested on the chart enclosed 
with your letter. The contracts in question were let by the Ground Equipment 
Unit, Organizational Equipment Branch, Procurement Division, Air Matériel 
Command, Wright-Patterson Air Force Base. 

(1) Total number of awards made by negotiation: 71. 

(2) Dollar value of awards made by negotiation : $30,092,739.05. 

(3) Average number of colipanies that were sent request for proposals: 
(arithmetic mean—see enclosed frequency breakdown). 

(4) Average time allowed for submitting a proposal: 20.8 days. 

(5) Shortest time allowed for submitting a proposal: 7 days. 

(6) Longest time allowed for submitting a proposal: 65 days. 

(7) Average time between issuance of request for proposal and award: 
60.8 days. 


‘.4 


(8) Shortest time elapsed between issuance of request for proposal and award: 
19 days. 

(9) Longest time elapsed between request for proposal and award: 190 days. 

(10) Percentage of negotiated awards to previous Air Force suppliers: 86.4 
percent, 

(11) Percentage of negotiated awards to new sources: 13.6 percent. 

(12) Percentage of negotiated awards to new sources on industrial mobilization 
lists: 10 percent. 

(13) Total number of awards made as a result of invitation for bid: 1. 

(14) Dollar value of awards made as a result of invitation for bid: $1,561.92. 

(15) Average number of companies sent invitation for bids: 287. 

(16) Average time allowed for submittting invitation for bids: 15 days. 

(17) Shortest time allowed for submitting invitation for bids: 15 days. 

(18) Longest time for submitting bids: 15 days. 

(19) Average time between issuance of invitation for bid and awards: 45 days. 

(20) Shortest time between issuance of invitation for bid and award: 43 days. 

(21) Longest time between issuance of invitation for bid and award: 45 days. 

(22) Percentage of awards to previous Air Force suppliers resulting from 
invitation for bids: 100 percent. 
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23) Percentage of awards to new Air Force suppliers resulting from invita- 
tion for bids: None 

(24) Percentage of awards to new Air Force suppliers on industrial mobiliza- 
tion lists: None 

25) Percentage of total awards made as a result of negotiations March 1 
through March 31, 1951: 98.7 percent 
6) Percentage of awards made as a result of invitation 
through March 31, 1951: 1.5 percent. 

(27) General type of items purchased through awards covered in this study: 
Spare parts, Diesel power plants, flight line ground handling equipment, fire 
trucks, maintenance stands, ete 

In order to facilitate a compiete evaluation of this study, the following addi 


‘ 


for bids March 1 


tional information is submitted : 

1) Invitations to participate in 8 of the subject 71 negotiated procurements 
were extended to 301 new sources, 10 of which received awards 

(2) Only one of the 72 awards involved in this study was made as the result 
of publie advertising. 

3) New suppliers and new sources as used in this study mean new to the 
Ground Equipment Unit and are not necessarily new to Headquarters, Ail 
Matériel Command 

(4) A frequency distribution chart of the sources solicited with respect to the 
71 negotiated awards is enclosed. Wherever only one source was solicited, the 
items to be procured are parts for previously furnished equipment identifiable 
only by the manufacturer’s part numbers or are follow-on procurements of 
development items presently under contract and no specifications or other pro 
curement data is available 

I am pleased to have been able to assist you in this matter. 

Sincerely yours, 
Rosert FE. lL. Eaton, 
Brigadier freneral USA] 
Director, Legislation and Liaison. 


Frequency distribution of sources contacted on 71 negotiated awards 
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Arithmetic mean, 7.7; mode, 1 


Mr. Newsy. An analysis of the data obtained indicates that there 
were 72 awards made by this unit during the month of March 1951— 
71 awards, or 98.7 percent, were accomplished by negotiation and 
covered an expenditure in excess of $30 million. One award repre- 
senting 1.3 percent of the procurements was made under competitive- 
bidding procedure and resulted in an expenditure of $1,561.92. 

[ wondered if you had any comments to make on that situation, 

General Sueparp. Yes, sir; I would. 








DEFENSE CONTRACTS IN RELATION TO SMALL BUSINESS 93 


Actually the procurements cited in that memorandum differenti- 
ated between advertised and negotiated procurements, I believe. Ac- 
tually, I think that oftentimes the fact that we receive competitive bids 
on negotiated procurements is misunderstood. The actual fact is that 
in the conduct of all of our Air Force procurement we require our 
buyers to obtain competitive bids wherever it is possible to do so, and 
we therefore, under our procurements listed as negotiated, do not by 
listing them as such, indicate or mean to indicate that those are under- 
taken without competitive bidding. 

Mr. Newry. We have some statistics that I think, extracted from 
hat same report, might clari fy that point a bit. 

General Sueparp. Yes. 

Mr. Newsy. Of the 71 awards by negotiation, 1 source was utilized 
in 53 awards: 2 sources were utilized in 5 awards: 3 sources were used 


in laward: 5 sources were used in 2 awards: and more than 10 source 
were earl in 10 awards. Now, 1n the 1 award by competitive bidding 
2ST sources Wel » utilized invitations were sent out, excuse me, 

There Was a q inlification conce ring the instances in which only 
one source was called upon to bid. and that Was wherever only one 
ource Was solicited, the items to be procured are parts of previously 
furni hed equ pment identifiable only by manu i turer's part numbers 
or are a follow up on procurements of development items presently 
inder contract, and no specifications or other procurement data is 


iilable 
lw inted to point out iat we have received a letter over the sigha- 


. 4 \T . ] oo 10° ‘> 
air Street on Mareh 2YZ, lol, in connection 


with an Ing I") tt) conmimittee ma le concert ing one procurement 
which covered foul items list i bY manuk#re { iver’s part numbers, 10s 
at that time General Street said it) ubstance _ only one of thes 

four items that we inquired about had been : varded on a competi tl 

basis to the manufacturer whose part number was listed. Vine oe hion 
three items had gone to con or ting concerns who were able to produce 
it ata lower pri e. Per] that l ight have some effect in indicating 
whether or not more sources mieht have been utilized in connection 


with those 53 “one source” negotiated awards. 

General Sieparp. I would like to elaborate, if I may, for just a 
second on this business of sole-source procurement, I guess the one 
thine that we in the Air Force try to teach our buyers to concentrat 
on more than anything else is avoldance of sole-source procurement. 
We have conducted bei comprehensive training programs, we have 
taught by exaln ple, e have used every method at our disposal to assure 
that peop le did not foll low what Senator Sparkman said yesterday was 
the “easiest way out. 

We have, therefore, made what I consider to be a comprehensive, 
honest, and intensive effort to avoid sole sources wherever possible. 
There are, again, as the Senator said, always extenuating circum- 
stances that result in compromises. Among these is the matter of 
time, and certainly time in this particular fiscal year has been of the 
essence in a lot of our pure chases. I do not offer that as - excuse for 
the large proportion of sole sources that were undertaken, but I simply 
feel it is proper to indicate that these are not usual procurement times; 
that we are in a period when unusual practices have to be followed, 


84742—51——_-7 
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particularly as regards urgency of procurements, and I think that is 
indicated by the declaration of the emergency by the President at the 
end of last year. 

I want to say also with respect to sole-source purchases that where 
we are buying spare parts for an item previously manufactured, even 
though as your letter indicates, we sometimes find those spare parts 
with a competing manufacturer, principally we find that the original 
manufacturer is best qualified to give us timely delivery of the items 
required. 5 

| want to point out, too, in the matter of placing sole-source orders 
that oftentimes we have our competitions in design rather than after 
the design has been established, and we are making a quantity pro- 
curement. I think a good illustrative example to that is the way 
we buy airplanes. We buy them competitively but have design com- 
petition, and then after having selected the winner buy repeat orders 
of airplanes from the manufacturer winning the design competition. 

We are talking here about ground equipment, but some of the same 
principles apply because we are not talking in this ground-equipment 
category about commercially available products usually. They are 
things that are developed to meet peculiar Air Force specifications. 
Even though we try to restrict the number of items that have to be 
bought under peculiar Air Force specifications, the fact remains that 
we do encounter the need for a fairly large number of design com- 
petitions, and then procurement from the winner of the design and 
production thereafter. 

Mr. Newsy. General Shepard, I just wanted to be sure I under- 
stood correctly that it was the Air Force policy to utilize advertised 
bidding in instances where time will permit, and that that practice 
is encouraged among the procurement officers. 

General SHerarp. It most assuredly is the Air Force’s policy to 
use the advertised methods of placing contracts whenever time will 
permit, and we resort to negotiation only in those instances where 
we cannot satisfy our needs through the advertised method of 
purchasing. 

The CuatrMan. Just one thing with reference to these spare parts. 
I realize that often it is more advantageous to buy spare parts from 
the supplier of the original article, or piece of equipment. I want 
to mention one case that was called to our attention sometime ago 
which 1 hope will not occur generally in the procurement of Govern- 
ment supplies for spare parts. 

We had a case called to our attention involving quite a considerable 
contract for certain articles, and there were, I do not know how 
many bidders, but two at least that were called to our attention. The 
contract was an over-all contract, and I think it was in two parts, 
original equipment, and then a contract of supply parts. The winner 
of the over-all contract had a bid, as I recall, of about $200,000 in 
excess of the low bid, but on the supplying of the equipment itself, 
his bid was low. 

The agency concerned accepted the higher over-all bid on the ground 
that the bid for the supplying of the equipment was lower, even though 
the buying of the parts would run it much higher. I am sorry I do 
ge the figures exactly in mind, but that is somewhat descriptive 
oT it. 
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I trust that every effort is made to make certain that the Gover 
ment is not gouge “| on the supplying of pa ts simply be ause the 


supplier was lucky enough to furnish the original equipment. 
General Sueparp. It is, sir, both by competitive attempts in the 
procurement of spare parts and by examination of costs incurred 
in the production of spare parts. 
The Cramman. In other words, every effort is made to buy even 
the spare parts, even where the tendency is to use the original source ? 
Every effort is made to get that to the best advantage of the Gov- 


ernment 
General SuHerarp. That is correct, sir. 
The Cuarrman. Thank you very much. 
That concludes the hearings for today. 
The committee will stand in recess until 10 o’clock Monday next. 
(Whereupon, at 11:55 a. m., the committee adjourned to reconvene 
at 10 a. m., on Monday, May 28, 1951.) 
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MONDAY, MAY 28, 1951 


Untrep Srares SENATE, 
SELECT COMMITTEE ON SMALL BuSINEssS, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. te room 457, 
Senate Oflice Building, Washington, D. C., Hon. John J. Sparkman 
(chairman) presiding. 

Present: Senators Sparkman (chairman), Gillette, and Thye. 

Also present: John E. Newby, special counsel; John F isher, secre- 
tary to Senator Saltonstall. 

The CuarrmMan. Let the committee come to order. 

Our first witness this morning is Mr. S. Abbot Smith of the Smaller 
Business Association of New England, Inc. 

Mr. Smith, we are glad to have you with us. You have a prepared 
statement I understand. You may proceed in your own way. 


STATEMENT OF S. ABBOT SMITH, REPRESENTING THE SMALLER 
BUSINESS ASSOCIATION OF NEW ENGLAND, INC., BOSTON, MASS. 


Mr. Smirn. May I read the statement, sir? 

The CratrmMan. Just as you wish. You may read it, you may sum- 
marize it, you may discuss it. Any way you want. 

Mr. Smiru. Thank you, sir. 

Mr. Chairman, members of the committee, my name is S. Abbot 
Smith. I am president of the Thomas Strahan Co., a small concern 
manufacturing fine wall papers in Chelsea Mass. I am also a director 
and past president of the Smaller Business Association of New 
England. 

As some of you know, I have been keenly interested for a number 
of years in this problem of finding ways and means to enable the 
small manufacturers of the country to obtain a larger number of 
Government contracts. For that reason, it is especially pleasing to 
me to see your committee taking up this very important problem and 
1 welcome the privilege of appearing before you today. 

The Cuamman. Mr. Smith, have you not left off one of your posi- 
tions that is pretty closely related to small business ? 

Mr. Smiru. I was a member of the Smaller War Plants Corpora- 
tion during the war. 

The Cuairnman. Are you not now a member of the advisory com- 
mittee ? 

Mr. Sairu. The National Advisory Board on Mobilization Policy ; 
yes, sir. 
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The CuarrmMan. As the represent: itive of small business. 

Mr. Smiru. I rather think it is why I am there, sir. 

The CuatrmMan. Proceed, please. 

I apni it is already well recognizer d that in the case of items 
which can be made by small companies the procuring officers should 
break iat the quantities into as small lots as are practicable so as to 
give as many small companies as possible a chance to bid on them. 
Also. a re — le noth of time. if possible, should be oven between 


the request r bids, the opening of bids, and required delivery dates. 
As ar ane le of what not to do, I was told recently of one case 
n which a small manufacturer wrote for specifications when the bid 
ts announced on February 20. He received then “Tee aa begets 
of them, on approximately March 6, * st a week 1 re the opening 
date of March 23. Among the oe. was one that 25 percent of 
the contract Was to be delivered bv April 1 or sooner, 


\ great many small concerns find that negotiated prime contracts 
are very hard, I might say almost impossible, to find. Advertised bids 
may be converted to negotiated bids and although you may have 
prey iously bid on the advertised contract you may not even know a 
change has been made and it is to be negoti: ated. 

Ap yparel tly there is no way to check or investigate them and so 
there is obviously room for creat discrimination. Don’t forget the 
pressure is always on from the big boys, and the procurement ollicer 
may have only a short time for placing the contract. 

In that connection, too, am told that frequently additional procure- 
ments may be « lisouised : an increase In existing proe urement, ex- 
luding other bidders. Gir ing the procurement officer the benefit of 
the doubt, let us say that is done to save time. 

One big gripe of many small companies is that more often than 
not either all the specifications and blueprints are not delivered 
they al not clear and legible or just misleading. It is said that big 
companies sometimes purposely provide imperfect prints or with- 
hold blueprints so the services do not even know they are missing 
until someone tries to make upa bid. 

Some bid sets and requirements seem unnecessarily complex con- 
sidering the size of the item being purchased. One man s aid he had 
to get in a CPA to make up the fioanvial statement required to 
accompany his bid on an item amounting to only $1,000. “Phooey. 
Never ; iain, - said | 12. 

Another big complaint is that so many times a small manufacturer 
will have most of a eee ent required to carry = a contract, knows 
where the rest can be o bt: ained and has the cash, but doesn’t want to 
actually buy it u til he is sure he has the contract. 

The procurement officer on the other hand says no contract unless all 
the equipment is on the floor and in working order. That was the 
ease of a man needing only some special testing equipment: likewise a 
man after a special stitching job. It would seem as though the procure- 
ment officer should be instructed to use reasonable discretion in such 


cases. 


Apparently, the same situation is sometimes true with regard to ma- 
terials. A small man lined up his material and was quite sure he was 
about to get the contract—he was low bidder—when suddenly it was 
awarded to a large company which slapped a DO on his material. 
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In that regard, it hist he remembered that in addition to the ad- 
vantage of having experts who know the ropes thoroughly, always 
on the ground and in the various procurement offices where they come 
to know the personnel well, the big companies also have an advantage 
in that they are often in a position to make a trade with the Govern- 


ment agencies. For instance, they may offer to set up facilities to 


produce certain scare items on condition they are given certain con- 
tracts, perhaps for fabricating those same materials or other things. 

Speaking of materials, it re ye isn’t fair to require the small con- 
tractor to have the material i wit ind before getting the contract, for 
the contract is what gives Rie the right to purchase under a DO. A 
contractor is blameless for acts of God and things beyond his con- 
trol. The same rea soning shoul | apply to cle live ries de layed for lack 
of materials, for that del: ay is due to the poor functioning of t he Gov- 
ernment priority system which quite « obviously is beyond control of 
the small-business man. 

There is another small manufacturer who is burned up, too. His 
regular business has been making gun sights for Winchester and 
others: he made them durin o@ the war also. Rece ntly the Royal ‘Type 
writer Co. obtained a prime contract for complete Browning auto- 
matic rifles. He put in a bid to subcontract the rear sight submitting 
a price and, naively, a samp le. Then he learned that they had taken 
his sample to the clinic in Boston and were beating the bushes for 
subs to beat his price. 

Some people say it pays to bid below cost for the first contract so as 
to establish a contact with the service and avive them a chance to see 
what a good job you can do. The next contracts come more easily. 
But many little firms cannot afford to do th: 

One jewelry manufacturer, afraid he is i it to be an ex-jewelry 
manufa icturer ~bi ic ona Mi: arin e belt buckle. He fioured the metal ale ne 
would cost 3.7 cents and no one could shape and polish it better or 
cheaper than he, but it went to a Midwest firm for 4 cents. 

Along that line, some manufac turers feel th: it the services should 


eive the contracts to pe »pl e who normally di at kind of work so long 
as they and their know-how are ay silabi, “That was the thought 


of the man who completed two prime contracts and then saw the third 
given toa Chicago plant which was also paid $39,000 for tooling. The 
first man is how subcontracting from them to help. them eet started. 
If there was that much time, however, he still can’t see why they so 
urged him to hurry up the production of his first two contracts 

Many people complain that the services could just as well use the 
same specifications for the same things, which would reduce costs 
and make possible carrying lower inventories. JI am told they can’t 
even agree on a standard fence and its installation. 

A very frequent suggestion is that inspection officers should have 
more discretion as to authorizing slight and unimportant changes in 
specifications which would frequently expedite production. I believe 
now that the Navy gives some discretion but the Air Forces none. 

A man who made ammunition boxes during the last war recently 
contacted his old prime contractor who is making them again, and 
asked for another subcontract but, unfortunately, the prime pre- 
ferred to place it in Illinois. The first man had 150,000 handles— 
market value $7,500—left from his old jobs and offered them gratis 
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to the prime to help the defense effort. However, there has been a 
slight change in the specifications so they are no good now although 
quite all right to serve their purpose. That is certainly a waste of 
money and material. 

Speaking of inspection, it takes a lot of unnecessary extra time and 
technical men for Government source inspection of components and 
raw materials in many cases. For instance, a warehouse hates to 
have to get a Government inspector over when someone is buying a 
couple of lengths of stainless steel. 

It may take 10 days for an inspector to check, have laboratory tests 
made and return the results. It would be much simpler to have each 
supplier certify the contents. They already keep a record of “pour 
number and the contents of each “pour. Like »wise, the sup plie rs know 
the specifications for motors, et cetera. They could certify that they 
comply and so eliminate the need for each inspector to check at the 
source, 

It would be so much simpler to have each supplier company qualify 
for this certification privilege and have their certification accepted 
thereafter with only occasional inspections to make sure they were 
living up to the requirements. 

This system would reduce the need for many scarce technical men. 
Incidentally, these inspectors could be used advantageously for speed- 
ing up inspection of subcontract work in the plants of the subcon- 
tractors, and this would also speed up payments to the subcontractor, 
which he would appreciate. 

While on the subject of financing, it has always seemed to me that 
the quickest and easiest way to finance both prime and subcontracts 
would be to make greater use of progress payments. The goods must 
be paid for anyway, by the services, so why not pay as the work 
progresses ¢ 

If this is applied to both prime and subcontractors . a save a 
great deal of time and paper work for all concerned for it will elimi- 
nate in many cases the need for other forms of financing, including 
V loans. 

Bid sets, both advertised and negotiated, should contain the state- 
ment that progress payments are available if desired so there can 
be no discrimination on that account, as seems to be the case now. 

In order to increase subcontracting the requirement that a certain 
percentage of the prime contracts should be subcontracted could be 
stated in prime contracts where part of the work is suitable to pro- 
duction by small concerns. If prime contractors really felt that the 
amount of subcontracting they intended to do would be an important 
factor in the awarding of the contract, they would undoubtedly 
increase their percentage of subcontracting. 

It would also be an inducement if a price allowance were made 
for subcontracting because in some instances where close supervision 
is required it may be more expensive to subcontract the work than 
to do it in the big plant. A similar allowance should be made in 
renegotiation so the prime contractor is not penalized for sub- 
contracting. 

It would be a great help to small concerns if there were a clearer 
definition of allowable cost, including tooling. This could be done 
in a booklet summarizing the basis of allowable costs. One man 








DEFENSE CONTRACTS IN RELATION TO SMALL BUSINESS LO] 


told me a procurement oflicer told him to list his tooling charges in 
the w rong place in the contract so they would have been nonrecoverable. 

Fortunately, the contractor was not satisfied, checked further, and 
discovered where they should really go to be recovered. Others, not 
so fortunate, will not find it out until they are paid and find them- 
selves “out” the cost of tooling. 

I would like to point out that the contracting oflicer lid not do 
that on purpose, He just did not realize it himself. 

Nonapplicable costs ct ld be clearly defined, too. For instance, 
I understand that interest expense is not allowed in redetermination 
but is allowed in renegotiation. It would certainly seem as though 
interest on money borrowed in connection with a particular job 
should be allowed as a cost on that job. 

This is especially important to a small manufacturer because fre- 
quently one big Government order may be the bulk of his business for 
a considerable period. Under present conditions the money bor- 
rowed to carry that iob has to be charged oft against the rest of his 
business. By the same token, I can’t see why a performance bond 
required by the service should not be allowed in full as a charge to 
the job, but I understand it is not. 

a a it seems to me there should be some provision 
whe re ‘by if a contractor or a procurement oflicer or the two together 
make obvious errors 1n making out the contract those errors can be 
corrected in accordance with the intent. Good faith between the 
Government and its contractors is important. 

This leads up quite naturally to consider the contract forms them- 
selves. Have you ever seen the blue-covered manual of some two 
or three hundred pages entitled “Navy Contract Law” 4 It is given 
to naval officers to aid them in procurement, negotiation, renegotia- 
tion, et cetera. The preface reads: 

The following chapters of the Navy Contract Law course were prepared by 
those lawyers, attached to the Office of the General Counsel for the Department 
of the Navy, who were considered to be best qualified to write in the respective 
fields covered by each chapter. Any views or opinions expressed must be con- 
sidered to be the views or opinions of the individual authors, and are not neces 
sarily to be regarded as official pronouncements of the Department or the Office 
of the General Counsel. 

Where does one get “official pronouncements”? 

Do you wonder that the average small manufacturer without bene- 
fit of such “unofficial” instruction is flabbergasted when he looks at 
those contracts with pages and pages of fine type? It seems to me that 
in the writing of contracts all the standard paragraphs could be in- 
cluded in a booklet which would contain all the “boiler plate” of the 
contracts arranged by paragraph numbers and could be incorporated 
in each contract by reference, 

This would save a great deal of time and paper. It is quite possible 
that in this w ay the present 20 to 30 pages of a contract could be 
reduced to 4 or 

I believe that most be manufacturers would also very much 
appreciate the use of a standard subcontract form which would be 
used by all companies. "Then it would not be necessary to always read 
all the fine print in every case or risk some bad news when the contract 
is completed. If the service letting the contract required the use of 
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the standard subeontract form when making out the prime contract 
there would be no question about its being used. 

It would also be helpful if all the serv ices used a standard progress 
report form which could be filled out in a minimum length of time and 
yet supply the data needed. Could not this form be made out with 
questions so it would only be necessary for the contractor to check a 
hox “Yes” or “No” against each que stion? This would save much 
time every shots 

When negotiating a contract the negotiating officer. of course, tries 
to induce the contractor to reduce the price to the greatest extent possi- 
ble. This is part of his job. On the other hand, while the big con- 
tractor is well aware of all the opportunities which are available to him 
and understands that at that point everything in the contract is wide 
open, the small manufacturer usually does not realize this and even 
if he does, it is hard for him to find out which clauses will work out to 
his best interest, such as redetermination, progress payments, et cetera. 

In other words, the small man is not an expert. That is one point, 
it seems to me, at which these small-business advisers now being placed 
in the procurement offices should sit in and help him avoid the pitfalls. 

[ know that the material supply situation has no place in this hear- 
ing but I can’t help pointing out that even here the big manufacturer 
has a tremendous advantage over the small. When he goes to ask 
for a contract or to perform a contract he probably has some of the 
material require din his inventor Vv So heisina position to v0 to work at 
once and then replace it later. The small man, on the other hand, 
does not have this advantage so he has to wait until he gets the contract 
hefore he can go out with his priority to obtain the material which, 
of course, slows down his production. This will be even more 
Important under CMP. 

Manpower also is a subject not included in this hearing but it is an 
important factor to the small man in successfully performing con- 
tracts. Many of them are already complaining bitterly because 
branches of bio companies being set up in small communities usually 
have wage rates which are considerably higher than the going rate 
in the community. 

In this way they are able to pirate the skilled labor of the small 
plants in the area. Under wage stabilization the big plant also has 
a big advantage, because they have numerous rates in a given bracket 
because of their size, whereas the small manufacturer may have only 
one or perhaps two. , ; 

Before closing, I should like to point out that the legitimate 
5-percenter performs a real service for and is a greater help to small 
manufacturers. I hold no brief for the “influence peddler” and econ- 
demn him as much as you do, but no greater harm could be done 
small business at one fell swoop than to abolish the 5-percenter. 

The average small-business man cannot afford to hang around 
procurement offices either in the field or in Washington waiting for 
information on contracts or to run them down. He does not know 
whom to see nor where. The 5-percenter, on the other hand, performs 
a legitimate function in sprees the small-business man in the 
procurement offices and doing for him the work which a full-time 
expert does for the big company. He has no authority to commit 
the company but merely advises and guides them through the pro- 
curement maze. 





— 








DEFENSE CONTRACTS IN RELATION TO SMALL BUSINESS 103 


T also want to pou it out that all the Government agencies, including 
the armed services, have become very “small business conscious,’ 
thanks to the efforts of you gentlemen and the many others who have 
been working to this end. Most of those agencies now have small- 
business oflices to look after the interests of small-business men in the 
work of the agency. 

The Defense Department is assigning small-business advisers to the 
various procurement offices. These are all steps in the right direction 
and eventually may very well alleviate many of the troubles which 
the small-business men have heretofore experienced when dealing 
with these various agencies. Let us hope that will be the case. 

In my remarks this morning, I should have liked to name specific 
names and instances. Unfortunately, however, I find there is a great 
reluctance on the part of small-business men to “stick their necks out” 
by appearing person: ally because they have a feeling that the procure- 
ment officers will hold it against them the next time they go for Gov 
ernment contracts. 

[ want, therefore, to take this opportunity to particularly commend 
these gentlemen who have been willing to testify because they are 
doing a real service to their fellow small manufacturers in high light- 
ing’ to this committee changes which will be beneficial not only to the 
small manufacturers themselves but also to the procurement officers 
and the defense effort. 

By making changes which wil! enable more small manufacturers 
to get into the war effort the sources of sup ply will be broadened 
both geographically and as to capacity which is most desir: able under 
present conditions. 

I thank you gentlemen for listening to my suggestions and hope 
that as a result of the hearings you will be able to devise ways and 
means for spreading a larger proportion of Government work amongst 
the small manufacturers of the cow itry. 

The Cnarmman. Thank you, Mr. Smith. You probably know 
that the Banking ‘and Currency Committee is now considering the 
extension of the Defense Production ng of 1950. There have been 
numerous suggestions that amendments be added to that bill to pro- 
vide some definite single set-up somewhere in the Government, either 
as a separate agency or as a division of some existing agency or de- 
partment, for the purpose of giving particular attention to small 
business. 

I am not certain that there has been any testimony before the com- 
mittee yet as to the small-business proposals. Have you by any 
chance testified before the committee ? 

Mr. SmituH. No, sir. 

The CuatrmMan. Have you been notified ? 

Mr. Smirn. I believe there is to be a hearing held in the first week 
in June. 

The CHAIRMAN. Has any ap} proach been made to you with refer- 
enc e to testifving ¢ ( 

Mr. Suiru. Some of the gentlemen in the Smaller Business Asso- 
ciation I believe ure going to appear. 

The Cuarrman. I noticed what you said about the activities in the 
various Government agencies in the interests of small business. 
I think your statement is accurate. I think there has been great and 
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sincere interest manifested in the various agencies relating to the 
small- business prob lems. 

ut from time to time the complaint arises that with so many dif- 
ferent agencies setting up small-business offices and trying to do some- 
thing for small business, that there is a lot of duplicated effort and 
sometimes they find themselves stumbling over one another in their 
efforts to do something for small business. 

I wonder if you have any thoughts that you can give us briefly at 
this time as to whether or not you — small business could be se aaa 
by having one particular agency devoted to its interests / 

“Mr. Smuiru. Mr. Chairman, I am one of those who would like to see 
fewer Government agencies rather than more. On the other hand, 
we also realize that jobs have to be done. If the job which we want 
done is done by these various people who are assigned a. then it would 
not be necessary to have another agency. 

I would say that our experience in the past has shown that it won't 
be done that way. ‘That being the case it does look as though there 
will have to be some one agency whose exclusive and sole job will be 
looking after the small-business men and seeing that they get a fair 
break. 

It is very hard for an officer, for example, in one of these offices, to do 
something if his superior oflicer tells him not to, or if the feeling is 
against him. We know from past experience that it is very much 
easier, too, for a procurement officer to give a large contract to a large 
company. lt is off his desk and in the hands of a responsible party. 
(nd if it is not performed it is not his fault. 

It is much more difficult to take, say, a 10-million-doll ar contract, 
break it up into 10 small million-d Har contracts, and then find 10 
small companies te perform it. On the other hand, unless that is 
done, unless you can utilize the aggregate facilities of all these small 
companies, you are not going to get the capacity you need in your war 
effort. 

We saw that during the last war. It seems to me that is it. When 
a& man is given one job to do you cannot blame him for concentrating 
on the quickest and best way of doing it. That is where it seems to 
me that this other agency comes in, to call their attention to the fact 
that there are these other facilities available and that the work can 
be done by me 

The Cuamman. It would represent a concentration of effort rather 
than scattering our shots. 

Mr. Smirn. Yes, sir. 

The Catan. Thank you, Mr. Smith. 

Senator Thve, would you care to ask some quest ions ? 

Senator Toye. No, sir: I have just arrived. 

The Cuamman. Mr. Newby? 

Mr. Newsy. On page 10 of your statement, Mr. Smith, you say you 
have found there is great reluctance on the part of small-business men 
to stick their necks out and appear personally before the committee 
because of the fear that procurement officers will hold it against them 
the next time the ‘Vy go for Government contracts. 

I was just wondering about that. 

Senator Tuyr. Mr. Chairman, I would like to comment on that 
very point. If and when it becomes known to this committee, or at 
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least to myself, that there is any persecution, or if there is any sniping 
at individuals or firms which have appeared before any Government 
agency seeking contracts, because they have complaine “l to this com- 
mittee, if there is any evidence that vou are being either snobbed or in 
any sense discriminated against, I want t to know about it, and I am 
sure every other member of this committee wants to know about it. 


Because if this Government ever vets To a point where businessmen 
have to kowtow to any Federal agen 
about it. 

Mr. Suiru. Thank you, = We realize it is so. While it is 
very difficult to put vour finger on it in the first place, even if it is 
done, in the second place if vou get one of these chaps in the country 
who is voing to go down for anoth r contract ina couple of weeks 
he just says “I think I had better nit tight here at home.” 

Senator Tuyr. This is the Government for the people. 

Mr. Sarru. Yes. sir. 

Senator Tryr. Those of us who are fortunate enough to serve in a 
public office wherein the people have elected us, or where we are an 
employee of the Federal Government, we have a responsibility to 
the public to render them service rather than to pretend and act as 
if this Government were ours, whether we are in the elective branch 
or in the administrative branch or higher. 

I was an administrator of my State when I was Governor. When 
I found an employee of the State who thought he was higher than the 
public, he usually found himself across from my desk answering 
questions as to why his conduct was offensive to the gener: t p ee 

I think that is the duty of any public servant patie shoe or Gov- 
ernment official, whether | or ap pointed. I am telling we that 
your Government is the Government of the people, and once in 4 
vhile we are inclined to forget that. 

Mr. Siri. Sometimes people do forget that, sir. I think that is 
very important. I would like to say that the small-business men 
apprec late very much the work which this committee and the work 
whie ‘h the Hous se h: is done 3a) making the Government agel cles aware 
of the fact that the small-business men have a place in this effort, too. 

We appreciate very miu h the work which has been done and I am 
sure it has been tremendously helpful, both to the individuals who 
have been able to be helped and also to the group, because it’ sets ial 
standard for all the agencies. 

The Cuarrman. Go ahead, Mr. Newby. 

Mr. Newsy. I wonder if you can tell, Mr. Smith, to what extent 
it has come to your attention that in connection with the problem of 
obtaining materials, m: ite rial commitments before getting A contract, 
small-business men are having difficulty; that is to say, they can’t 
be considered for an aw: we until they have the materials aed up, 
but on the other hand they cannot get the materials lined up firmly 
because they do not have the “DO” rating which seems to go with 
the letting of an award. 

Mr. SMITH. dl 1at seems to be gvener% al. It is a small sample of the 
people who come into the small-business office and speak to me 
personally. 

But a great many are having that trouble and increasingly. CMP, 
of course, is supposed to straighten out that situation. 


it is high time we found out 
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Mr. Newsy. I have no further questions, Mr. Chairman. 

The Cuamaan. Thank you very much, Mr. Smith; we appreciate 
your coming before us. 

Mr. Smiru. Thank you, Mr. Chairman. 

The Cuamman. We have Mr. Frankovich, executive secretary, New 
England Manufacturing Jewelers’ and Silversmiths’ Association; Mr 
Leon Laycock, treasurer, Fulford Manufacturing Co., Providence, 
R. I.; and Henry Husserl, Rhode Island Stamping Co., Providence, 
R. I. 


W I] you centlemen come around ? 


STATEMENT OF GEORGE R. FRANKOVICH, EXECUTIVE SECRETARY, 
NEW ENGLAND MANUFACTURING JEWELERS’ AND SILVER- 
SMITHS’ ASSOCIATION 


Mr. Franxovicu. I would like permission to present coordinated 
testimony here prior to questioning, if we may. 

The Cuamman. We are very glad to do that. I understand each 
one of you has a separate statement, and you want to present the three 
statements and then have the questioning conducted generally ; is that 
right ¢ ¢ 

Mr. Franxovicn. Yes, sir, with your permission. 

My name is George R. Frankovich. I am the executive secretary 
of the New England Manufacturing Jewelers’ and Silversmiths’ Asso- 
clat ion, W hose oflices are in Prov idence. This organization has within 
ts membership some 350 manufacturers of low- and medium-priced 


i welry. Altho ugh the vast m: jority of our membershi p is located 
in the Provide nee, R. I., and Attleboro, Mass., area, ad tional mem- 
bers of this industry are in the New York-New Jersey area and other 
— f the country. It is quite : appropriate that our association office 


be located in Providence. This area is the greatest jewelry-producing 
center of low- and medium-priced jewelry in the world. 

We are makers of popular-priced towelry. We utilize the base— 
now, unfortunately, termed “strategic”’—metals to make our jewelry, 
often finishing them with precious metals. We should not be con- 
fused with the precious-metal jewelry industry located in the New 
York area. We make few items of karat gold, practically none of 
platinum. We use no diamonds or precious stones, few semiprecious 
stones. We utilize. to a fairly oreat extent, mass-production tech- 
niques to produce this popular, low-priced, non-precious-metal jewelry. 

The Carman. Is that what is commonly called costume jewelry ! 

Mr. Frankovicu. That is one segment of our industry—an impor- 
tant one. We make other metal specialties that are closely allied to 
the jewelry industry also. 

There are approximately 1,800 manufacturing jewelry firms in the 
country. They employ approximately 47,000 people. One-half of 
the membe rship of this association employs fewer than 25 people per 
plant. Over 90 percent of this industry can be classified as small busi- 
ness by the oflicial Government interpretation—that is, fewer than 
500 people per firm. As an industry, I believe it can be said that we 
are one of the last true bulwarks of small manufacturing business in 
the country. 
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I am sure that you gentlemen are quite well acquainted with the 
many problems that small business is now experiencing as the country 
again girds itself for war production. I will not take time to enu- 
merate the disadvantages of small business in this defense-production 
program, but will say that we are typical of small manufacturing 
business and the problems that we are experiencing are as great, if 
not greater, than those ¢ — rienced by other small-business twndustries. 

I wish instead to describe the rather unique position of this particu- 
lar small-business 11 dustry. We make a product which some term to 
be nonessential or certs uinty less essential. The amount of conversion 
necessary, therefore, for this industry, in order that it may make tools 
of war, is somewhat greater than pr ictically any that I can think of. 

In spite of this fact, we were able to prove during World War II, 
with practically an unparelleled effort and determination, that we 
could attain at the height of the war a conversion to war products of 
70 percent of our man-hours. This industry is extremely proud of 
that record and, in fact, believes, with what it had to overcome, that 
it is truly phenomenal. 

The prime materials of his industry are copper, nickel, and tin. 
We normally use some Lusitans of steel, aluminum, and zinc. Our 
prime metals are now known as some of the most highly strategic and 
some of the most scarce. We have been virtually denied the use of 
copper, nickel, tin, and cadmium ind are having trouble obtaining 
permission to use substitutes, particularly steel and lead. 

When I speak of metals, | am talking about less than 20,000 tons per 
vear for the whole industry. We do not believe there are many indus- 
tries in the country that have more metals problems today than do we. 

When to this rather frightening combination ot ciifficulties, experi 
enced by the fact that we made a less essential item out of strategic 
metals, is added the fact that we are also highly concentrated in the 
Providence-Attleboro area, our industry problem begins to become a 
community problem. 

Of the 47,000 peop le employed in this industry, almost 33,000 are 
employed within a radius of 20 miles of Providence. We are the 
second ranking industry of Rhode Island. Approximately one-third 
of the popu lation of P rovide nee is depende nt directly or indi rectly on 
je welry. Jewelry is the mainstay of several important communities 
in ne: arby Massachusetts. 

While unemployment in this industry would have little effect on the 
Nation as a whole—except to deprive it of a potential war-product 
producer and a producer of an important civilian-morale item—mass 
unemployment in the jewelry industry would wreak economic havoe 
in this community. Now that we have some picture as to the pattern 
of metals orders, it is obvious that in the near future this industry, 
as its inventories become depleted and substitute materials increas- 
ingly difficult to obtain, must severely curtail its civilian production. 
In the last 2 months many lay-offs have occurred in the industry. 
Several plants—about three or four—have shut their doors. The 
situation can but get more and more critical as the weeks and months 
pass. 

We see no relaxation for us in the coming CMP this July 1. In fact, 
if anything we believe it will result in a tightening of metals for our 
industry. “Collectively and individually this industry has literally 
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scoured the country for defense contracts. We have been to thousands 
ot procurement agencies and prime contractors. The booklet enclosed 
with my testimony is evidence of what can be produced by the indus- 
try and is an exainple of one approach we have used to attempt to vet 
war work. It shows what can be performed by the war industry in 
the way of war products, it shows what we did do in the last war. 

It is an example of one approach we have used to get war work, 
But the story seems to be the same every where. A small-business in- 
dustry such ‘as ours, Which needs the major conversion that we need, 
cannot fit into this current phase of the war-production picture. That 
has been our conclusion after many months of almost heartbreaking 
effort. With few exceptions, mostly larger plants, there are no jewelry 
plants that have any substantial number of man-hours in war pro- 
duction. The vast majority have no war work whatsoever, 

We fully realize the difficulties of fitting small business into this 
war-production picture. We fully realize the difliculty in giving spe- 
cial treatment to companies whose conversion problem is as difficult 
and complex as ours is. We do not and will not subscribe, however, 
short of all-out war, to any policy that would sacrifice en masse small 
goods industries such as this jewelry industry; nor are we 
willing to stop our production while other makers of consumer goods 
continue to turn out the greatest volume of civilian merchandise in 
their history. 

The businessmen whom I represent are particularly puzzled about 
one phase of mobilization that I should like to discuss for a few 
moments. While it has to do with metals orders, it is not clirectly 
related to NPA. We believe it goes beyond that. We therefore believe 
that the approach of this committee might be extremely helpful. 

As I previously stated, the industry is now engaged in an extensive 
substitution program, our primary metals having been denied us. In 
some instances manufacturers have taken justifiable pride in switching 
to one of these substitutes, even though every one of these substitute 
metals carries with it one or two great shortcomings—either it is 
much more expensive as in the Case ot silver W hich we are permitted 
to use—or greatly inferior in quality, or both. Practically all substi- 
tutes are also more difficult to work in the plant. 

We can now expect, therefore, to have a product that is more dif- 
ficult to sell. Our market will become limited. Our units sales are 
bound to drop. If competition doesn’t decrease our margin, certainly 
OPS Regulation 22 will. 

Now comes a new situation. Let me read you an ad in the May 3 
edition of a trade magazine, The Manufacturing Jeweler: 


consumer 


Small Brass Parts or Findings—Largest jewelry manufacturers in Latin 
America have additional capacity. No copper restrictions. Want to contact 
American manufacturer, wishing to have such parts made for them. Parisina, 
Ss. A. Avenue, Colonia del Vallee 330, Mexico 12, D. F. Mexico. 

Cheap Brass Jewelry—Largest jewelry manufacturers in Latin America wish 
to contact American manufacturer unable to continue production due to restric- 
tions with view to contract work or similar arrangement. No copper restrictions 
in Mexico, Parisina A, A. Col, del Valle 3380, Mexico 12, D. F. Mexico. 


Here is an ad of May 8 advertising expansion bands—made in 
Japan—to retail at a price close to our direct labor cost—made of 
metals that we must regard as strategic, brass, pure nickel liners, 
stainless steel. 
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In my hand | hold a large brass buckle made ol heavy stock made 
in France. Its United States counterpart is being advertised as un- 
available, as part of the sales program for selling this. A regular 
supply of the French buckie is guaranteed. It is made of fairly heavy 
stock, intricate design, well-finished. 

Our brothers-in-arms were not slow to take advantage of our metals 
restrictions. Imports of base metal jewelry in 1950 were more than 
80 percent above the four previous war years. January and February 
thev really got rolling. Imports of strategic metal jewelry were al- 
most double those of similar months in L950. The greatest volume 
of imported competitive merchandise in history is expected this 
, tin, and aluminum—competing against 





year eood solid brass, nicke 
our austerity products. 

We are no diplomats—we are no strategists—but we do read the 
hewspapers. This is our problem. If we need metal for defense 
for ourselves and to arm our allies—it must certainly be obtained. 
If it is short, there probably should be restrictions. But if we do have 
real allies—if they are worthy of the aid they are getting—why do 
they have unrestricted use of metals that we are told we must do 
without ¢ 

Why must the jewelry industry of this country give up its primary 
metals—to make war implements to go to our allies—when metal in 
those countries is apparently so plentiful its use is unrestricted‘ How 
can we expect to meet competition from this source’ I believe you 
agree that the industry deserves an answer to this problem. 

In a most sincere effort to be objective, we shall offer a two-point 
program through Mr. Laycock and Mr. Husser! that we believe will 
overcome some of our other difficulties. We believe this program can 
become a permanent one. We visualize it as working in conjunction 
with the controlled materials plan scheduled to go into operation 
July 1 of this year. 

The suggestions we offer, although never pursued to their final con 
clusion in the past, have been proven workable. We believe this 
program will be of great assistance to many small consumer goods 
industries such as ours and will keep these industries so vital to the 
American economy, from being trampled in the dust of the larger, 
more defense-suited industries as our mobilization program progresses, 

Mr. Laycock, I believe, would like to offer the next bit of testimony. 


STATEMENT OF H. LEON LAYCOCK, TREASURER, FULFORD 
MANUFACTURING CO., PROVIDENCE, R. I. 


The Cuatrman. Mr. Laycock. 

Mr. Laycock. Shall I proceed ? 

The Cuamman. Yes. My understanding is that you would prefer 
to have the three statements presented first. 

Mr. Laycock. My name is H. Leon Laycock. I am the treasurer of 
the Fulford Manufacturing Co. of Providence, R. I. My firm employs 
about 175 people. We have been in business for 60 years. 

We make jewelry findings and a finished line of ladies’ handbag 
locks, ornaments and accessories. About 98 percent of the metal we 
have used in the past few years has been a metal covered by M—12, the 
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copper order. We use no precious metal whatsoever. Approximately 
90 percent of the items we make are on the prohibited lists of the cop- 
per order and the nickel order. 

As a result of the restrictive provisions of these orders, our use of 
new metals came to a virtual standstill on the Ist of March. Since 
then, we have been operating on our inventories, which are now de- 
pleted to a state which is curtailing our manfacturing operation to but 
a mere frac tion of |: ast year and previous 7 years. 

My organization, in the neighborhood, has Gone its utmost 
to obtain war work. Ww hile we have nos been completely unsuccessful 
in this respect, we have approximately 20 people employed on this 
type of production. The difficulties we are experiencing are not un- 
like the difficulties experienced elsewhere in the industry. 

It became apparent several months ago that we must intensify our 
earch for acceptable substitutes for copper base alloys we are ac- 
customed to using. After considerable study, we determine d that our 
acceptable substitute, if we could get it, is steel. I say “accept able” 
advisely. Ferrous metals on the exposed portion of a lady’s handbag 
subject to both weather and deterioration because of contact with the 
body offer grave marketing difficulties. 

Our tools are built for softer copper base alloys. Our maintenance 
probl ms W iN be multiplied several fold. While the use of steel pres- 
ents great obstacles, it is within our power to at least partially over- 
come these obstacles. 

Che problem of supply is in a much different category. After 
eral months of investigation and after literally hundreds of frantic 
pl imne ec alls, I finally located some steel the other day, but I do not feel 
that I am in line for congratulations. I found this steel in Chicago. 
It | was cold-rolled steel that generally sells for about 8.90 cents per 
hundred. It was offered to us at 20.50 cents per hundred. With the 





present price restrictions on our products and with other costs in- 
creasing in leaps and bounds, we slain cannot and will not pay this 
price. 


Our firm. a brass user, has little contact with steel distributors. We 
are not known. We get the story everywhere that they cannot take 
care of new customers. ‘Bhey are having difficulty t: iking care of their 
old ones. I have called mv friends, bankers, and others who have ho 
connection with the manufacturing business to see if they could put 
me in contact with someone who could furnish us with steel. We 
still have no assurance of a continuing steel supply. 

Pogether with others in the industry, we have requested pe rmis- 
sion to use steel as a substitute for brass. While we sincerely trust that 
we will receive this permission soon, we still have no permission at this 
date to use steel, which is now the essential factor in our continuing 
business operation. 

Bear in mind, gentlemen, this plea for steel, a difficult material for 
me to work and sell, is made in the face of increasing imports of com- 
petitive merchandise made of brass. 

In an effort to look ahead, to see what our prospects may be in the 
near future, I have studied the controlled materials plan as it operated 
in the last war and as an announcement from NPA says it is to operate 
thissummer. I have tried to visualize the effect of this program on my 
business. I understand that copper, steel, and aluminum will be the 
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metals allocated under this program. I understand that industry will 
be divided into tl ree parts: No. 1, detense INCGUSETry 5 No. Zs defense 
supporting ; and No. 3, less essential. It is apparent that my com- 
pany will be one of the many scrambling for whatever metals are left 
for group 3. 

I have tried to visualize our or@anization, ow purchasing agent, bid- 
ding against the purchasing ability and purchasing power of the large 
companies. I know that our present metal situation will not improve. 
The automobile conipanies, the appliance compan es, users for years 
of thousands of tons of steel, now great makers of defense items and 
defense supporting items, will be consuming an enormous tonnage. 

With this I cannot have and do not have a dispute. First things 
must come first. Their size suits them to defense production and 
our first responsibility Is te supply materials to the defense producers ; 
but I can also see that as the purchasing agent for these cones 
puts down his demands for defense and defens¢ supporting busines 
which must be filled by t he steel companies, how easy it will be for 
him to come away with practically all of the pot that is marked “for 
less e ssential users.” Our civiilan products are probably no more nor 
| 


than are the civilian products that he will be producing 


togvethe r with his defense items. Our chance, however, of getting our 
share of the ve ry small pot that is left will be less than ~— 


less essentia 


\s point one of this two-point program I should like ffer a pro- 
nosa | that was tried durn o the last war. l woul al like to sugvest + tin ita 


concrete plan for the assistance of small business be a part of the pri- 
orities system. I do not advocate the setting up of a new agency. I 
do not acdvocte the print gv ofa series of booklets. ] suggest instead a 
priority rating of lesser ae unce than the priority rating for the 
defense project or the essential civilian in lustry. 

A rating just below this level should be established al d this rating 
extended to small businesses, in order that these companies may have 
a first crack at the remaining small pot of materials left when the de- 
fense industries and defense supporting industries have obtained their 
requirements. 

This suggestion is based on the premise, SO clearly proven, that 
small business must continue civilian P yroduction if it is to survive. It 
has been adequately demonstrated that we cannot exist on defense 
work alone. Big business, conversely, because of the volume of war 
work it is now doing, can soon, if not now. regard its regular business 
as a sideline—gravy, if you will. 

I am under no illusion that this priority rating would solve the 
problems of small business in the sosaiiianbits program. I believe it 
can be helpful, however, in enabling small businesses to continue 
operations at a reduced rate and at the same time contribute their 
share to the defense effort. I believe positive, aflirmative action is 
necessary to keep the metal left for civilian industry from following 
its natural course—the course of metal going to the big defense and 
defense-supporting industries. 

Unless small business is given some type of priority rating to assist 
it in obtaining these metals, the equality-of-sacrifice theory to which 
we subscribe will have been dealt a severe, and in many cases a fatal 
blow. I believe that our Government has been making a fairly con- 
scientious effort to preserve and help small business. I cannot help 
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however. that this program hha to some extent lacked the 


’ r 1} . : : 
tv and the piam down to earthness that will make it a success. 
* } 


his propo al is offered asa concrete, practical ution to one OTF the 

} } ) },] ‘ , 1) | hat 1] nadoul lv be 

many problems now Tacinge small Dusmess that will undadoubtediy be 
: > 

ageravated Ih the hear Tuture. 


Phe CHamman. Thank you, Mr. Laycock. Mr. Husserl ? 


STATEMENT OF HENRY P. HUSSERL, VICE PRESIDENT, RHODE 
ISLAND STAMPING CO. 


Mr. Hussert. My name is Henry P. Husserl. I am the vice presi 
dent of the Rhode Island Stamping Co. My firm employs about 28 
people. We have been in business for 29 vears. We make jewelry 
findings, ornaments, and spring rings, and also do contract stamping. 

All metal we have used In thre past few years has been copper base, 
a metal covered by M-12, the « opper order. We use no precious metal 
Whatsoever. Seventy five percent of the items that we made are on 
the prohibited list of the copper order. 

Asa result of the restrictive prov isions of this order, our use of new 
. We have since 
been operating on our inventories, which will be depleted in a matter 


metals came toa virtual standstill on the Ist of March 


of weeks to a state that will curtail our manufacturing operation to 
but a fraction of what it was last year and in previous vears. 
My organization, similar to Mr. Laycock’s, is truly a small-business 


organization, as you can see trom om employment Statistics. Wie 
] | > . : 

have some advantages over the usual fewelry firm in obtalnlig Wal 
vork, in that our machinery Is somewhat more automatic and some 


What more suited to mass production than is that of the average 
jewelry house 
It was, therefore, with some optimism that I embarked, just about 


11 months ago, on a rather intensive program aimed at procuring 


; ; : 5 
Government work for my firm. I was willing immediately after 


Korea tO Snel ifice some of m\ civilian producti ! in order to particl- 


te in the defense eltort. 

1 was well aware of the fact, at that time, that there was no profit 
involved in such contracts and that administrative work often actually 
netted a small fir bia loss for their efforts. I did, lie vertheless, foresee 
that metals eut-back orders could have rat her severe repercussions on 
my company and therefore determined to allot some percentage of 
my production to a continuing Government business. 

I have had some opportunities of submitting bids. My experiences 
were almost amusing. were not the continuing results of such bid- 
ding so potentially dangerous to firms of my type. I went to Govern- 
ment procurement avehc le ana wanted to submit bids on classified 
work. I was told that I could not even see the prints until I was 
cleared for security. 

When I attempted to get cleared I was told that no action would be 
taken Ww til a bid had been submitted. A few weeks avo my problem 
came to the attention of the Public Relations Staff of Boston Ord 
nance, and we are now in the process of being cleared. 

I submitted bids to prime contractors, as have many others. After 
spending days working out the bids in tool costs and design, I was told 
that the prime contractor decided to pel form the work himself. It 
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seemed like al excelle; nt yn method for a pl ime contractor to check his 
costs at our expense a 1c effort. To shorten up ona rather long and 
involved and not too humorous story, I went round and round and 
round and VOot no place. 

| believe that the one factor that makes it so difficult for the bulk 
of small industry to sympathize whole-heartedly with the materials- 
control program and to cooperate with that program, Is found in the 
seeming lack of interest in small business exhibited by both the Gov- 
ernment and the prime contractor in enabling him to participate in the 
procurement program. 

We are at the mercy of the large prime contractor. We have been 
told time and time again that he will not be interested in us until his 
regular sources czn no longer supply him. Some estimate this may 
take until 1953. What is my company to do in the interim / 

1 feel that now is the time when the effect of metals controls has 
dealt my company a severe blow, and now that I am laying off workers 
and leaving mv machines idle, that the Office of Small Business of the 
NPA be authorized to include a procurement division instead of the 
existing procurement assistance division. 

I believe this organization, among other things, should have the 
mission of taking procurement assemblies and larger procurement 
items, and breaking these items down into component parts. I think 
this same agency should be charged with the procurement of those 
subassemblies and parts, and wry : should be required that that 


eerie be through smaller war plants or potential war plants. 

This agency should not go S iaiiaia ¢ to the procurement agencies for 
these anal lies. The procurement agencies should be directed to 
make available a percentage of their requirements that are particularly 
suited to smail business, and particularly suited to breakdown, to the 


above-mentioned Procurement Division of the Office of Small Busi- 
ness. I believe this to be a strong, aggressive measure needed to make 
this mobilization program effectively include small business. 

Using the effective controls as measured by unemployment in any 
given area, | submit that this smaller war-plants organization, as well 
as other procurement agencies, should be required to divert work not 
only to areas whose unemployment picture is bad, such as ours. but to 
specific plants in that area which have felt a disproportionate impact 
from metals-controls orders. 

The program announced about a vear ago, W! ith its ae to divert 
Government procurement to so-c ‘alled distressed areas, is the gener al 
policy that I am recommending today. 

It is possible that some may refute this by stating that this may 
result in less efficient plants getting a contract and result in a pos- 
sible increase in the cost of the defense effort. This possibility should 
be faced; it is present. It is possible that for the small amount that 
is needed to keep distressed organizations intact there would be, in 
some cases, some increase in price due to perhaps the less efficient 
methods of some smaller plants as opposed to the more efficient methods 
inherent in large plants. 

do not say that in each case this necessarily follows. It is often 
possible for a small plant to outbid a big manufacturer on certain 
parts because of his proportionately ene overhead. However, let 
us say that the possibility exists that in some cases the Government 
will be paving more for defense work by this practice. 
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It should be remembered that the net cost both in preventing a 
decrease in gross national product and in preventing ‘ unemployment 


benefits, and the net cost of kee ping intact these onee-thriving poten- 
tial defense indu s, cannot help but result in a saving. Again this 


must be a pract wa nella: ageressive program. Both the procure- 
ment agencies and the smaller war-plants group must be charged with 
the re ponsibility for its effectiveness. 

We believe that the program as outlined b: Frankovich, Mr. 
Laveock, and myself is not an unrealistic one om the Government 
to contemplate and to take wp at this time. We believe it to be a 
highly practical solution to some of the problems of a small-! business 
industry such as jewelry. We do not come here as pleaders for special 
interests. Weare not asking for favors. 

We do believe the effect of metals control and the effect of the 
procuren ent methods now being ised by t he Government put s the 
small business, particularly those making consumer durable goods of 
metal, at a decided disadvant: age. We firmly believe that it is as 
much the responsibi hi ity of the Government to correct this situation, 
by iflirmative action, as it is its respons ibili ity to pear the scarce 
materials now needed for war production and to proc the items 
necessary for defense. If vou now have any uae catlineae, 
any one of the three of us will be more than happy to answer them. 

The Cuamman. Thank you, Mr. Husserl. 

Mr. Hwussert. I would like to comment, in addition to your sug- 
gestion before, that it may not be too practical to start various agencies 
to help smal] business. In my té sstimony I felt that, if one Govern 
ment agency can actasa pr ime contr: actor, So to spe LK- 

Che CrarrMan. The claimant agency 

Mr. Husserzt. That is right. 

The Cuamman. On behalf of small business 


Mr Hi SSERL. Yes, Sir: on be half t of sm all | NDUSINESS, 


Che Crarmay [ have a very definite feeling myself that we do 
“7 =" ss ; ; 
need that. \W hether IG 1s to be a separate agency or a rather inde 


pendent division of an —e agency. I don’t know, but somebs dy 
whose major attention would be in the interest of small business. 

senator Vhve, do you have any questions ot any one of the three? 

Senator Tuyrr. No, sir: I have not 

Phe Cuamman, There are one or two questions that I should like 
to ask before turning it over to Mr. Newby. I was going to ask you, 
Mr. Laycock, but I think you answered it a little further on in your 
paper, about the possibility in this controlled-materials plan of having 
a certain part of the open-end available supply channeled for small 
business, earmarked for small business. I notice your suggested 
solution aah be to give small business a priority which would be 
slightly subordinate to the defense, and defense 

Mr. Laycock. Essential civilians. What T believe small business 
would like, and what I believe they should have, is a priority rating 
that will allow them to get first crack at that material and not leave 
it wide open for the bie fell and the little fellows to scramble for. 


The CyatrmMan. To set pha a definite amount for defense and 
defense-associated, and then you would grant an AAA rating, we will 
say, for small business and the other. 

Mr. Laycock. Yes, sit 
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The CHarrMan. For all of 1} 

Mr. Laycock. No, sir : for th: at ; portion which small business con- 
sumes. Small business, in my opinion, is not going to begin to con- 
sume what big business will consume. First, as Mr. Irankovich has 
ulready brought out in his testimony, 20,000 tons of metal is all that is 
required by our entire industry to keep us going. Undoubtedly con- 
cerns such as your big automobile companies, General Motors, Chrys 
ier, all of your big : automobile companies, 20,000 tons of material Is 
nothing to them, yet it is a very important matter as far as we are 
concerned. 

The CHatrman. Of course, you are right, but remember there are a 
good many other groups similar to yours in small business. When you 
add up : 90,000 tons here, 20,000 tons there, and 20,000 somewhere else, 

t does eventually become a rather substantial amount. My thinking 
has been—and I give this as a rough example—let’s assume that in the 
aluminum field that defense and defense-associated requirements take 
SQ percent. There is a very high percentage of aluminum. Perhaps 
in copper, as you are directly concerned with copper, I know nothing 
about that, but for the sake of argument let’s assume that 50 percent is 
require d to meet defense and defense-associated requirements, 20 per 
cent being left for civilian uses. You want some protection for small 
business. Suppose that a certain part of that 20 percent—for the sake 
of argument. say 5 percent, or one-fourth of that 20 percent, or 5 per 
cent of the total—should be earmarked for small business. 

Mr. Laycock. I believe that could be arrived at through statistics 
that are available as to the consumption of those materials through- 
out the industry, and if that were a fair allocation to small busi- 
ness— 

The CHarrmMan. [I was using it for purposes of illust ration. 

Mr. Laycock. I know. I was thinking along with you. 

The Cuatro an. I have no idea what the percentage ts. 

Mr. Laycock. I haven’t either. But if that proportion is fair and 
available, or whatever it might be, no donbt that would be acceptable 
and a way of at least partially satisfying small business. You are not 
going to satisfy everyone in any event. 

The CrHatrmMan. I think we are certainly in agreement that there 
should be some kind of earmarking. 

Mr. Laycock. Definitely. 

The Cuamman. The things that you make, all of you, IT gather, are 
such things as costume jewelry, belt buckles, fasteners on ladies’ hand- 
hags, and novelties of different kinds? 

Mr. Laycock. That is correct. Im general, speaking not for m) 
own business but for the industry in general, as far as Mr. Husserl’s 
company and mine would be representative of it, we do not make 
a standardized product. 

The Cuatrman. You make a variety? 

Mr. Laycock. We do a tailor-made job for various companies. We 
make our parts to their specifications. Therefore, we are making 
new items all the time. We don’t have a standardized product on 
but very, very few things. 

The CHatrman. During the Second World War your industry was 
pretty well converted to war uses: was it not? 
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Mr. Laycock. T would say that Mr. Frankovich’s figures of approxi- 
mately 70 percent of the man-hours in the industry would be a far 
proport on. 

The Cuarmman. During World War Il? 

Mr. Laycock. During World War II. 

The Cuarrman. Is any part of your industry doing war work now / 

Ir. Laycock. Yes. 

The Cuarrman. To what extent / 

Mr. Laycock. If you would like me to state my own case— 

Phe Coairman. All right, in your own case. 

Mr. Laycock. lam not sure just how to answer you, Senator, on that, 
whether or not to tell you in relation 

The Charman. Just a rough estimate, 20 or 25 percent. 

Mr. Laycock. I can give it to you ih one or more Ways. If you 
want the figure from the standpoint of present business that we have 
on hand, or our usual expected volume of business, it makes quite a 
difh rence, 

The Cuatrman. What I really had in mind was the part of either 
your employees or plant capacity that is being utilized now in defense 
production, 

Mr. Laycock. If you were to take it on the basis of ow plant 
capacity, | would say that not more than 10 percent of our present 
plant capacity is occupied on war work. 

The Cuatmmnan. Is there a developing use of your facilities! In 
other words, are the contracts increasing?’ I realize from your papers 
that you are having considerable difficulty in getting an adequate 
number of contracts. But I wonder if they are on the increase ‘ 

Mr. Laycock. May I answer it 


1 


Phe CHarrMan. Any one of the three. 


Mr. Laycock. I would like to answer for the Fulford Manufactui 
ing Co.. and have Mr. Frankovich answer for the industry. As far 


as the Fulford Manufacturing Co. is concerned, it seems to me that 
we are getting some additional defense business. We certainly are 
making every effort that we know how to get that business, but it 
is not forthcoming in the volume that is required to offset our drop 
in civilian business. We have had to lay off a great many people 
in our plant. We are at the lowest ebb that we have been in 10 years 
as far as employment is concerned. 

Senator Tiryve. That is due entirely to the fact that you are not 
getting raw materials to fabricate from / 

Mir. Laycock, It is not so much the fact that we are not getting the 
raw material, but that we are not allowed to use the raw material. 
The M-12 order will not allow us to use the material even if we could 
get it. The chances are that we could get it through other than the 
usual sources if we want to pay the price for it. 

Senator Tryr. Do you have inventories of materials that you are 
not allowed to use? 

Mr. Fraxovicu. There are certain inventories that we are hot per- 
mitted to use; tin is an example. 

Senator Trye. Do you have tin? 

Mr. Frankovicu. We have tin. We have inventories in our plant. 
We are not permitted to cast that tin. In some cases where the cast- 
ing is already made and we have put the labor into the casting, we are 
not permitted to finish the work on that tin. 
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Senator Tryr. You can’t use the tin to finish the product? 

Mr. Frankovircn. We cannot finish the product by making a 
finished piece of jewelry from a rough casting. 

Mr. Hr SSERL. Speaking of jewelry, we were allowed as of March 
1, I believe, to have 60 days’ supply of inventory on hand. We were 
not allowed after April 1 to purchase any new materials. So, in one 
respect, we are cut off from having too much inventory—one of the 
NPA regulations—and the following regulations told us that after 
April 1 you are not allowed to buy any. So, at most, we have 60 days’ 
inventory as of March 1. 

Mr. Frankovicu. That 60 days is at a production figure of from 50 
to 75 percent as required by those orders. 

The CHatrrMan. In other words, you could contiue dur ing that 60 
days to manufacture your inventory into the finished produe t? 

Mr. FRANKOVICH. In the case of some metals, that is correct. 

The Cratrman. In the case of most metals: wasn’t it? There 
were only one or two, tin being one of them. 

Mr. Frankovicu. That is right. 

The Ciatrman. Did you shut down entirely on copper? You were 
allowed to continue copper for some time. 

Mr. Frankovicu. We are permitted to use copper inventories that 
we have. We are not allowed to acquire new ones. 

The Cuairman. You realize that tin is one of the most strategic, 
most critical materials. 

Mr. Franxovicn. It is largely a pricing proposition ; isn’t it? 

The Carman. We have an immense scarcity of tin in this coun- 
try, as you know. Still it isa question of pricing, stockpiling, general 
availability. With reference to copper, I notice what you said. Of 
course, that same condition pertains to some extent in that in the 
Latin-American countries you mentioned they do have their own 
sources of copper, rather plentiful, whereas ours are inadequate. We 
are, as you know, trying to get as much copper as we can from other 
countries. Iam sure that you, too, recognize the fact that this whole 
matter of critical materials is a matter of great concern, not only 
to us but to all the free nations of the world, making them ade 
quately available. There are some real problems connected with 
it. 

I am not trying to say that there is not a great deal of justice in 
the complaint that you utter, but at the same time there is room for 
considerable tolerance in connection with these scarce materials which 
we not only do not have but have considerable difficulty in getting. 
I think we might as well frankly recognize that fact with reference 
to such materials as tin and copper and nickel. Aluminum we can 
work out because we can produce it here. At least we are in better 
condition there. Steel, while it is tight, it is not as tight as some 
of these others. As I say, we might as well frankly face up to the fact 
that with reference to some of these metals we are going to continue 
to have a very difficult time. 

It does seem to me that an effort might be made to allow you to use 
some substitute metals. But an even greater effort should be made to 
bring the very fine productive capacity that you have in the industry 
into the defense program, as I see it, because it does have a very defi- 
nite field that would be hard to fill in the event your industry had to 
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lisintegrate. The big problem, as I see it, is one of keeping you going 
insofar as we can, with materials necessary to produce your normal 
production in suflicient quantity to allow you to survive until you can 
become geared into the de fe hse program. 

It is a real problem and we meet it all along the line. That is one 
of the problems that we are trying to work out, not only in your indus- 
try but I assure you with many others. There are several of them that 
we are tusseling with all the time. 

Mr. Frankovicu. May I be allowed to comment on one suggestion 
made here in relation to the open end CMP proposition ¢ 

The CHamMan. Certainly. 

Mr. Frankovicn. The suggestion was made by NPA that if in any 
case there were hardship cases that came up through the so-called 

cramble for these metals that apparently will result from this open- 

end program, that NPA will relieve those hardships on an individual 
plant basis. Another statement was made that if this became general 
we would have a junior CMP, more or less, that would do the same 
thing to these less essential industries that is now being done to the 
defense and defense-supporting. We don’t feel that that is entirely 
justified for this reason: [ think it was adequately proven in the last 
war that about 90 or 100 big firms get most of the war work done in 
this country. 

I think that is stated now not in numbers of contracts but in the 
work pel formed. We know that to be the case now. That is happen- 
ing right now. We feel that if you permit, let us say, 20 percent of a 
normal production to take place in less essential industries, that that 
would discriminate greatly against small business that would largely 
have its production reduced to 20 percent, while in many cases the 
produc tion of a large firm, together with the large orders it has, might 
be operating at 100 or even 120 percent in some cases. 

Senator Tiryve. Have you lost any of your skilled workers tu any 
other plant : since remobilization came into be ing ¢ 

Mr. rn H. We fear that we are on the ve rge of that now. 

Senator Tuyr. Have any of your associates lost any of their skilled 
workers to the large industrial plants? 

Mr. Husserit. We have, Senator, not that they were looking for 
other jobs. We had to at them go. We had to lay them off. 

Senator Tuye. In other words, you laid them off and they would 
seek employment some place, and naturally they would go to the 
industries that were employing skilled workers that you had. 

Mr. Hussern. That is right. Though in the Providence area the 
comment we received is that they had to move out of town to find 
defense employment. 

Senator Tryr. So you dislocate here and overcongest in another 
area as they wai and their activities. 

Mr. Hvussrern. Yes, sir. We have another problem. We let our 
people go, since we can’t go on from week to week hoping for war 
orders. The payroll is considerable. We let our people go and have 
reduced our plant from 28 people, which is an extremely small people, 
to 7. Of course it puts us in the position when—— 

Senator Tuyr. But your edilied continues. 

Mr. Hussert. Yes, sir. 

Senator Ture. With the exception of the employees you let 


Oo 
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Mr. Hussernu. That is right. It also puts us in shape where when 
we go to the Boston ordnance district or the prime contractors and 
they say, “How many people do you have working now?” And 
we have to Say seven. I cannot promise that I will vet the crew 
back, and it puts us in a worse position than if we would come and 
say, “We have normally 28, and we still have 28.” In other words, 
the Army Says, “Tf we oive vou a contract. how long will it take 
you! How can we be sure that you will get your people back q” 

In one respect I have to let my people 20, and then it backfires and 
the Army says, “With seven, we do not know if you can get the 
others back, and we cannot trust you to fulfill a contract that may 

ue in June or July.” The A ) ee 
come due in June or July.” The Army says it may take this amount 
of time to get our people back 

Believe me, Senator, we have held onto them for over 6 months now. 


} } 


It was only about a month or two ago that we decided we couldn't 
| 1O Have 


do it any long rand iad to let them 90. Those are people W 
been with us for m inv years. 

Senator Tuyr. Have you had any inquiries, or have you made any 
inquiries of the larger processors or manufacturers to see if you 
could work in as a subcontractor ? 

Mr. Husseru. We havi 

Senator Tuyr. Have you had any luck? 

Mr. Hussernt. None at all. The Army in fact ran a procurement 
clinic in Boston about l veek ago or 2 weeks ago, at which time 
large manufacturers, such as Studebaker, General Electric, Sylvania 
Electric, exhibited the items that they were purchasing on the out- 
side; in other words, items that they were looking for for subcontract 
work. 

We went from bo ith to booth. We wanted to know ee rtain things. 
We found certain items we could make for them, and asked them if 
they were currently procuring those. They said, “No; our produe- 
tion is not up to the point vet where we look for additional sources.” 
They can either do it in their own plants or their regular sources 
ean ‘do it. and those are the ones who quoted 1. 53 as the logical time 
to see them again. 

The CuatrMan. You cannot very well wait until 1953. 

Mr. Husseru. We do not think we can. 

Mr. Franxovicn. The clinic was a good show, but it was not for 
procureme! De 

Senator Trryr. It demonstrated what was being done. but did not 
give you anything to have a share of. 

Mr. FRANKOVICH. lt was vood evewash. 

Mr. Hr SSERL. They told us to leave our ealling cards or facilities 
list. As we went behind the counter, they said, “Don’t bother us 
until 1952 or 1953. Then we may be looking for you.” That was the 
general comment. . coun 

The Cnarman. In connection with the subcontractors’ clinic, or 
the armed services clinic held in Boston recently, since that has been 
brought into the discussion, I will ask to insert in the record at this 
point, if there is no objection, a letter from Mr. C. J. Farley, assistant 
director in charge of small business for the Commonwealth of Massa- 
chusetts. The letter, addressed to me, under date of May 24, discusses 
that clinic and gives some suggestions. 
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Senator Tire. Was it a good recommendation / 

The Cuarrman. Yes, I think we can say it was a good clinic, al- 
though he recommends some things that might have been added. To 
mention a few of the ones suggested, he suggests that the Quarter- 
master should have had a representative present, because there were 
people who wanted to know about textiles, leather goods. That the 
Medical Corps should have been represented. Woodworking manu- 
facturers found nothing to subcontract. Representatives of firms able 
and willing to packege under Government specifications, while not 
prime contractors, would have been extremely valuable for informa- 
tion purposes, and would probably have laid the ground for consider- 
able business for themselves. Those are the four suggestions that he 
makes as to what might have been added to the clinic to make it still 
better, although he says it was a successful clinic, he feels. 

(The matter referred to is as follows :) 


COMMONWEALTH OF MASSACHUSETTS, 
DEVELOPMENT AND INDUSTRIAL COMMISSION, 
Boston, May 24, 1951. 
Hon. JOHN SPARKMAN, 
lect Committee on Small Business, 
Senate Office Building, Washington, D. ¢ 

DEAR SENATOR SPARKMAN: Governor Dever, as he wrote you on May 10, 1951, 
has referred your letter in regard to small busness to this commission for reply. 
We have delayed our answer in order to be able to report on the armed services 
clinie which took place in Boston last week in the Commonwealth armory. 

Close contact between the armed services and this commission was established 
n 1948 when we made a survey of the State’s industrial potential. Sime 9,000 
Massachusetts industrial firms were contacted and 5,400 replied. The replies, 
on especially prepared forms, were turned over to the armed services, where 
they were tabulated. Our original forms, and duplicates of the tabulations were 
returned to us and are on file in this office (copies are enclosed for your refer 
ence) 

Subsequent to the original survey, there has been a constant trickle of re 
quests for these forms, and many have been and are being returned, and for 
warded to the armed services. Information on the procurement program and 
on other pertinent matters of interest to small business has been publicized 
through our Small Business Bulletin which we send out on a from-time-to-time 
basis as circumstances justify (copies of all issues enclosed ) 

The question of redoing the survey has been raised several times. We have 
talked the matter over informally with members of the various services who 

re in close contact with procurement and for their purposes they do not feel 
that a new survey is needed at this time. We are inclined to agree as, with 
the exception of a few very specialjzed items, prime contractors as yet do not 
seem to be having difficulty in placing subcontracts. 

rhe armed services clinic held last week seems to have been really successful 
in bringing prime contractors with items to subcontract in touch with small- 
business men looking for subcontracts Ve were a cooperating agency and 
active in preparing for the clinic. For the first time all of the armed services 
Army, Navy, Air Force—worked in conjunction and we understand that this was 
also the first time that the exhibition angle was eliminated. Prime contractors 
were here in the main to transact business, not to advertise. Of course, not 
many contracts were actually entered into at the armory, but the ground work 
for many was laid. Small-business men we talked with felt that they had had 
a chance to show what they had to offer, whether they got contracts or not. 

Yesterday those of us who were active in preparing for the clinic, met to dis- 
cuss results. An official report will be available from the armed services to 
assist other clinics in other parts of the country. While we all feel that the 
clinic was successful beyond expectations (and we were skeptics ourselves) we 
recognize that improvements can be made. Some items discussed were: 

1. Participation by the Quartermaster, at least in the form of an informa- 
tion booth, would have been valuable. People interested in textiles and 
leather goods found no one to contact. The Quartermaster may not have 
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had any prime contractors—with available items to sub—in this area, but 
participation to the extent of an information booth would have been helpful 
to many small manufacturers 
2. The Medical Corps should have been represented 
3. Woodworking manufacturers found nothing to subcontract. 
t. Representatives of firms able and willing to package under Gover! 
ment specifications, while not prime contractors, would have been extremely 
valuable for information purposes, and would probably have laid the ground 
for considerable business for themselves 
Massachusetts industry 





, under any of the various definitions that are current 
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The Cuatrman. Mr. Newby. 

Mr. Newry. Mr. Husserl, have ar \ of the manufacturers in your 
area ever tried to join forces, form a group or pool in order to obta 
prime contracts / ) 

Mr. Hvussrern. We have, Mr. Newby. In fact, it was upon the 


recommendation of the House Committee on Small Business that 
it was suggested instead of going up individually, that we should 
form a group, and therefore share our ex} enses in the search for 
Government work, and share our engineering talent, and so forth. 


We have organized such a Froup in Providence Wong the jewelry 
group and allied industries, with complementary equipment, and have 
presented the picture to the Boston ordnance district. 

The procurement chief was happy to see such a group come up. 
But when he consulted with his legal adviser he was told that the 
group company, as such, could never receive a prime contract, since 
the Army was only able to do business with either a manufacturer 
or a regularly authorized dealer. We told him we had formed 
this group under the name of United Manufacturers, and he asked 
whether this particular outfit was manufacturing and we told him 
it was not, it was just a pooling group. He himself answered the 








122 DEFENSE CONTRACTS IN RELATION TO SMALL BUSINESS 


question as to whether we were a regular or authorized dealer, since 
we had just organized a company. He vetoed that himself imme 

diately. He felt that he cannot do business with a group, because 
there would be no responsibility. 

Mr. NEWBY. Did he suggest what steps you might take to have 
your pooling group approved ¢ 

Mr. Ifussern. Yes, sir. 

Mr. Newry. While you are down here, do you intend to go to DPA 
about this? 

Mr. Ilussert. I do. Although he seems to recommend that the 
group itself lease a small war plant or small manufacturing plant. 
On the other hand, we feel if we just lease a small plant upon pre- 
contract, preaward survey, by the Army, that we would never pass 
as being ty as united manufacturers, to produce anything. In 
other words, it is the ability of the 7 or 10 members of this group. 
We have Seeeaxi in touch with the Office of Small Business here. 

Mr. Newsy. I suggest you try to get your pool cleared with them, 
because they are at this time, as we understand it, quite receptive 
to pooling arrangements, and will do what they can to help you. 

Mr. Ilussrern. I see. 

The Cuarmman. Have you had contacts with the small-business 
representatives in the various procurement offices? I am referring 
to the set-up that has just recently gone into effect. 

Mr. Laycock. I think the answer to that would be “No.” 

The Cuamman. I do not know, but I suggest that you check into 
the advisability of that with the Munitions Board. ‘The Munitions 
Board oe recently placed a special man in each procurement office 
whose duty it is to try to work out these small-business problems. That 
has just smuaaie been done. It might be advisable for you to go back 
to the very office that you previously consulted and talk with 
the man in there whose duty it is to help work out these small-business 
problems. 

Mr. Franxovicn. I might say, Senator, in that regard, that within 
our membership of some 350 companies I would estimate that there 
ire about 50 or 60 men on the road day after day going through these 
procurement clinics for those firms. It is a full-time job with them. 

The Cuamman. If they do not know it, they should be informed 
of the new set-up whereby there is a small-business representative 
detailed for that purpose in each procurement office. 

If there are no further questions 

Mr. Laycock. I have one thing more, if I may bring it up at this 
time. 

The CHarrMan. Yes. 

Mr. Laycock. I think it is a situation that exists with my company 
at the moment and perhaps if it does not already exist with others, 
it will. At the moment we have a prime contract with Chicago 
Quartermaster. That contract was originally negotiated, I believe, 
last September. We had considerable difficulty. It was an item that 
we made during the last war. They had changed the specifications 
on it, therefore we had considerable difficulty in retooling, at our own 
expense, which was not included in our contract price. “Due to prior 
commitments, we could take only a part of this contract, which we 
were awarded. Due to the delay in tooling, it was some time before 
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we got into production. We have recently been in production, worked 
out our production difficulties; we are working along very smoothly 
at the present time, and cannot see any further contracts forthcoming. 
After we have gotten geared up for it, now it lacie as though we are 
going on that particular item which does require more help than we 
have in our plant, it looks like within a matter of 3 or 4 weeks we 
will have to lay off those employees, after we have once gotten into 
a smoothly production functioning schedule on that item. If there 
were some way—we are doing everything we can, We are contacting 
all of the agencies who procure that item, we are going after the 
prime contractors who are using that item on their production, and 
still not meeting with any success. Yet the item is in very great 
demand. If something could be done to help us in production, or 
‘ any other plant—it makes no difference—once they get started and 
have their employees trained to do the job, starting off in a slow man 
ner and working up to a pe ak production on the item, it seems too bs : 
to have to start all over again when it is an item that is greatly in 
3s demand. 

Senator Tire. You were a prime contractor 

Mr. Laycock. We were a prime contractor in this item. 

Senator Tryr. Is it an item in demand? 

Mr. Laycock. Yes, sir. We made it all during the last war. We 
are small in that particular field. There are people who are very 
much larger than we are. But the demand is not being satisfied for 
that particular item. 

Senator Tre. But there was considerable cost to you and some 
delay in getting properly tooled to turn out the product ? 

Mr. Laycock. That is correct. Now it looks as though unless we 
get another contract, either prime or sub, within the next month—— 

Senator Tuyr. Did you obtain that contract by direct bid or cost- 
plus ¢ 

Mr. Laycock. On direct bid with the Chicago Quartermaster. 

Senator Tiryr. So that you would compete on a new contract with 
another competitive bidder? 

Mr. Laycock. That is right. That does not worry us particularly. 

The Cratrman. Is there anything further? 

Senator Tryr. No, sir. 

The Cuarrman. Thank you very much, gentlemen. This concludes 
the hearings for this morning. The committee will stand in recess 
until 10 o’clock tomorrow morning. 

(Whereupon, at 11:40 a. m., the committee was adjourned, to re- 
convene at 10 a. m., May 29, 1951.) 
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SMALL-BUSINESS PARTICIPATION IN THE MILITARY 
PROCUREMENT PROGRAM 


TUESDAY, MAY 29, 1951 


Unirep Srares SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, dD. ¢ 

The committee met, pursuant to adjournment, at 10 a. m., in room 
457, Senate Oflice Building, Washington, D. C., Senator James H. 
Duff presiding. 

Present: Senators Duff (presiding) and Hendrickson. 

Also present: John E. Newby, special counsel, and John Fisher, 
secretary to Senator Saltonstall. 

Senator Durr. The committee will be in order. 

Our first witness will be Mr. Rockel. 


STATEMENT OF N. T. ROCKEL, GENERAL MANAGER, GENERAL 
ARMATURE & MANUFACTURING CO., LOCK HAVEN, PA. 


Mr. Rocker. I am representing the General Armature & Manufac- 
turing Co. I happen to be the general manager. 

The nature of our business is a manufacturer of automotive re place 
ment parts—armatures, generators, and starting motors, and compo 
nents thereto. 

We have been in business for approximately 30 years, and during 
that period of time we have maintained a fairly level employment. 
At the present time we have approximately 200 people. As a result 
of the material cut-backs affecting our particular company, particu- 
larly with respect to copper and steel, it has behooved us to try to get 
some Government work. 

This Government work is very important for us to continue our 
operations, particularly with respect to a very adverse working cap 
ital position that we have as a small-business enterprise. We have 
a bank loan at the present time which has to be liquidated on a monthly 
basis, and with the other increased costs, it naturally affects our so- 
called operating position from the standpoint of funds available. 

With respect to the Government work, we started last year actively 
to try to obtain Government work. Back in May of 1950 our facil- 
ities were reviewed by the War Munitions Board and at that time, 
when they came in and reviewed the facilities, there was a represen 
cative there from the Air Force and also a representative there from 
the Signal Corps 

The Air Force had indicated that they wanted our facilities, and 
we were under the impression last vear when they made this review 
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that our primary Government work would come through the Air 
Force. 

As a result of the information given us, we in turn went to Wright 
Field to find out what we could do as a manufacturing concern to 
obtain Government work. 

The trip there wasn’t very productive. We found that if we were 
to be considered for Government work that we would have to qualify 
our products. Qualification of product means that you have to pro- 
cure materials and make three to four samples of a given item, submit 
it to their engineering department to see that the product comes up 
to their qualifications, and then you were placed on a qualified list. 

However, that was absolutely no guaranty that you would get any 
work. In view of the fact that we manufacture electric-rotating 
equipment, we estimated that it would require between $5,000 and 
$10,000 on one given project to take and to build a unit to be qualified. 

Again we, as small business, were not in a position to expend that 
type of money without any guaranty in any way, shape, or form that 
we in turn would be awarded war work. 

Senator Durr. They weren’t willing to take any of the standard 
routine work that you did? 

Mr. Rocket. No, sir. During the last war we fabricated electrical- 
rotating equipment for the Air Force, both on prime and subcontract. 
Our standard product is automotive. However, the nature of the 
business is such that it can be very conveniently converted over to, 
let's say, armatures, converters, dynamotors for aircraft. In other 
words, it is basic, the basic theory of manufacturing applies. 

In turn, I contacted the Wright Field on several occasions. Up 
until the present time, to be very honest about the thing, we just think 

that it is a hopeless case to try to get any business out there because 
of the general pattern that has been indicated to us that must be 
followed. 

We have written various correspondence to Wright Field and I 
have been told to come on back out and sit down with them. There 
again there is an expense involved in making these trips. When we 
get back to small business, again, it is a question of not being in a 
financial position to go out and spend thousands of dollars running 
around all over the countr y and getting absolutely no place. 

I seem to find in my cont: acts—I wouldn't call it confusion in the 
sense of the word, but at least we never seem to be able to get to the 
right people and sit down and intelligently discuss our problems. 
Maybe the fault is ours. I don’t know. But it is one of the things 
that I think must be recognized and something must be done. After 
all, in small business we are not set up in a manner where we know 
all the answers. We have to seek information. That information 
has to be sought with a very minimum of expenditure. 

With respect to competitive pricing, we as a company do not want, 
in justification of the cost to the Government, to be given anything 
on a silver platter. We have been and we continue to feel that we are 
competitive in our pricing. Maybe our material cost might be higher 
than that of a large manufacturing company, but we feel it is counter- 
balanced by the overhead or add-on cost that we have. In other words, 
I am saying in summary that we can be competitive under certain con- 
ditions with a larger manufacturing concern. 
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It isn’t a question that we as a company—and I think it applies gen- 
erally to a lot of other small business “concerns—would have to be 
given something at an exorbitant price. 

Another major problem that confronts small business, and it is a 
very, very serious problem, is with respect to the so-called “or equal” 
products. We must understand what “or equal” products means. To 
give an illustration, let’s say that Delco-Remy Devices of General 
Motors fabricates an automotive generator. That particular genera- 
tor was originally acquired for the prime contract on a piece of. equip- 
ment, armored equipment. That item then goes into their perpetual 
inventory records under the original manufacturer’s number. They 
in turn release a requirement on this unit by the original manufac- 
turer’s number. 

Small business, and we as a company are a basic manufacturer, we 
as a company can produce a product identical to, for example, the 
original equipment, the Delco unit, with the exception that we won't 
have Delco’s nomenclature on it; we will have our own nomenclature, 
which is part number and name of company. When we go in on an 
item like that, we in turn have to go in on an “or equal” basis. There 
we have been confronted with a lot of troubles and problems. 

As an illustration, we have submitted a number of bids on an original 
item. W e have to qualify our bid to the extent that our product Is 
“or equal.” We in turn have to submit engineering data. We happen 
to be fortunate as a small business concern to have an engineering 
department. 

So we submit prints. Those prints then have to be reviewed, which 
is proper. However, if the particular procuring agency wishes to, 
they can say, “Well, we have nothing to check your prints against,” 
and, by virtue of that. you then have to qualify your product by sub- 
mitting samples. One specific case that I am thinking of, they 
said—— 

Senator Durr. You mean samples of something new or samples of 
what you have been making? 

Mr. Rocker. Samples of the particular product that we are bid- 
ding on. 

I then replied, “Yes; we will submit samples; we will get them right 
in here.” ‘They said, “We are sorry, it will take about 90 days to take 
and run these samples through, and this contract has to be awarded 
immediately.” I think with respect to our own particular business 
and I imagine it applies to.a good many other small business con- 
cerns—a recognition of the ability of a given manufacturing plant 
to produce a product should be taken into account and be given pos- 
sible prime and major consideration with respect to production of 
merchandise for the armed services, rather than to take and to stand 
on these grounds of technical processing which makes it extremely 
hard for small business and, under certain conditions, makes it impos- 
sible for small business to acquire war work. 

As an illustration, if we had been in business 30 years making auto- 
motive armatures and generators for the automotive market, dis- 
tributing our product through some 10,000 jobbers throughout the 
country, we must put out a good product or else we coul In't sts ay in 
business. 

If that product is good enough for ordinary consumption and the 
product that is required by the armed services is of exactly the same 
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type of product, then I can’t understand why it is that the problem 
with respect to the “or equal” basis has to constantly follow and 
confront us. ; 

For example, in the automotive business—and I assume a lot of 
other businesses—the original equipment manufacturers from the 
standpoint of availability of parts going into an automobile or going 
into anything else, there are a lot of manufacturers, both small and 
possibly large, that produce equally as good a product. 

One of the prime difficulties that we have also had with respect to 
our efforts has been the obtaining of prints. I guess you have heard 
that constantly. It seems that prints are never available and the 
supply is exhausted or they just do not have prints or what have you. 
It makes it difficult on some of the items that you have to bid on, not 
knowing the minute technical detail. We have overcome that in a good 
many cases by getting samples of the products. However, a lot of 
theses items do not have commercial application and there have been 
a number of bids—advertised bids—that we have not been able to 
submit prices on simply because we could not get technical engineering 
data. 

My understanding is that prints are supposed to be made available. 
When I have checked and checked and checked I get the same answer: 
“They are just not available” or the supply is exhausted, and that is 
tough luck. You just have to wait for something else. 

Another problem that we have been confronted with in our business 
realistically is delivery schedules. Under the general contracts that 
I have seen, there is no particular default provision with respect to 
delivery schedules as such. That is failure to meet delivery schedules. 

Although it is covered, I think, under the default section of the 
contract, whereby the procuring agency can exercise the right to go 
out and procure an item from another manufacturer, and you are 
liable for the difference between the cost of procurement from the 
other manufacturer and the price that you have bid on the commodity. 

With what contracts we have gotten we have had no trouble with 
deliveries. As a matter of fact, we have been able to beat deliveries. 
However. to be safe and sane, and to exercise a degree of good busi- 
ness sense, we have taken exception for the most part to delivery sched- 
ules that have been specified and required in the bids. As an illustra- 
tion, we have gotten bids in that have required delivery within, let’s 
say, 15 days after the opening of the bid. It might take 3 months to 
process the bids through to award a contract, therefore obviously it 
it ridiculous, the delivery schedule that was requested. 

Senator Durr. In that case how would they get deliverv from anv- 
body else ? ; 

Mr. Rocker. It gets delivered in this manner—naturally they can’t 
deliver it—when they submit their bids, certain concerns, the bigger 
concerns, they take no exception to the delivery. They say: “As re- 
quired.” The operator on thé grounds can have these deliveries 
changed. I assume that they do. TI was given certain tangible in- 
formation in Detroit at a bid opening. I requested just why it was 
that this particular concern could meet this delivery schedule. Thev 
said, “With respect to delivery schedules, that is one of the problems. 
We will no doubt have a lot of difficulties with that at some later time. 
to get all these delivery schedules changed.” 
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The point that I make is that there are two factors 2 the award of 
1 contract where it is on a competitive-bid basis. No. is pricing and 
No. 2 is delivery schedules. If we are to be safe oad honest to the 
Government, if we specify our extended delivery se hedules allowing 
for lead time on materials and fabrication and somebody else comes 
in and submits a bid and just says, “Delivery as required,” we have 
hog-tied ourselves. I have been reluctant in the oper itions of our 
business to take and to go in on an “as required” basis with that fear 
that if something happened that we were not able to meet deliveries, 
even if they were revised under the condition I previously pointed 
out where a contract was not awarded until after the delivery date, 
that we might come under penalties under the default provisions of the 
contract that could literally wreck us. 

I understand that they don’t—it has been stated they don’t enforce 
these delivery schedule requirements. Yet on the other hand I have 
heard stories e ontrary to that. 

Do you have any further questions with respect to that, Senator ? 

Senator Durr. No; I think that we have the problem: That your 
competitors have the secret of getting the shutlling of deliveries when 
there is no assurance that you have the same opportunity if you should 
get the contract. Is that about right ? 

Mr. Rocker. That is right. 

Senator Henprickson. Mr. Chairman, in that connection, a ques- 
tion occurred to me. I was interested, Mr. Rockel, when you said that 
some time back you made these fruitless trips around from plant to 
plant. You referred specifically to the Wright plant. 

Mr. Rocke. That is Wright Field, that is: Air Force. 

Senator Henprickson. How many trips did you have to make there ? 

Mr. Rocker. I made one trip out there. T was there all week. Since 
that time I have had corre sponde nee with Wright Field. I have been 
in other procurement agencies and various personnel from my organ- 
ization have been in other procurement agencies. But I will correct 
that, if I left you with the impression that I have been to Wright 
Field on many occasions, I personally went to Wright Field once. As 
I can recall, it was last fall—that is in the earl part of the fall. I 
went out there specifically for the purpose of finding out what we 
could do, what we had to do, to obtain Government work from Wright 
Field in view of the fact that we were assigned to the Air Foree. Our 
product facilities had been assigned by the War Munitions Board 
to the Air Force. 

I will restate what I said before: The answer that was given was that 
we had to qualify our product. In other words, if we were interested 
in a dynamotor, we had to come back to our plant and produce four 
samples of a dynamotor and submit it to them and the *y would run 
that through a particular test. We had to do that at no cost to the 
Government, at our own cost. 

Then we would qualify for that particular unit. Then when bids 

‘ame out on that at a later time, we would then be in a position to 
have : a qualified product whereby we could bid on it. 

Does that clarify the point to you? 

Senator Henprickson. That helps materially. But there is one 
more question. You made the statement that perhaps you didn’t see 
the right people. I wonder if you could give the committee a hypo- 
thetical case of what you meant by that. 
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Mr. Rocke. It would seem to me that somewhere along the line in 
this procuring agency that there should be some one or a group of 
people qualified to take me, if necessary, by the hand when I came into 
their facilities, to set me down and explain to me the facts of life, what 
I should do, how I should do it, and so forth and so on. When I went 
out to Wright Field we went in and we went into procurement. That 
seems to be the natural and normal place to go. You walk in and you 
gotoa receptionist and you are directed toa muyer. You sit down and 
vou talk with the buyer. Then the thing begins to get foggy. Every- 
thing becomes confused because the buyer doesn’t know anything, and 
you have to go see somebody else. So you go see somebody else, and 
so on and so forth. 

While you are doing this you are left with a feeling that you are 
getting absolutely nothing tangible. In the conduct of my business, 
if somebody comes in to me and has a problem, I sit down and if I 
know the answer to it, I give it to them or I get someone who can give 
them the answer. 

For example, if a man comes in to sell my purchasing department 
a commodity, my purchasing department must know the commodity 
that they want to buy. That salesman doesn’t leave our organization 
with a feeling that he doesn’t even know whether he is in the right 

lace, 

Senator Henprickson. I think I follow you. 

Mr. Rocker. That is very vague and very general. For me to go 
back and reeall specifically conversations that took place, I cannot 
do it at this time. 

Senator Durr. From your point of view, what kind of set-up should 
there be in order that a thing could be standardized so that you would 
know where to go, the whole set-up ? 

Mr. Rocker. I will make that recommendation as my last item, if 
it is O. K. with you. 

Senator Durr. That will be all right. 

Mr. Rocker. I will now go into this procurement program as we 
have seen it from the time that we got into it, which was last summer. 

We started into the thing from the standpoint of an advertised 
procurement program where bids were publicly announced by various 
procurement agencies and in turn they then submitted our quotations. 
We naturally had to subscribe to a bid service to get procurement 
information, although the information was available through the 
Department of Commerce. There were certain bids that we got. 

For the better part, however, we had to go out and get them. I 
have talked primarily up to the present time about Wright Field. 
After we realized, shall we say, that we were up against a stone wall 
at Wright Field, we then centered our activity on ordnance, As a 
result of trips out there and getting on the qualified bidders’ lists, and 
so forth and so on, there then began to filter to us these bid-invitation 
forms. I will say in justification to the facts—this is a tobacco-juice 
estimate on my part—lI believe of the bids that were actually released 
freely—that is, as a service—we got about 10 percent of them. The 
balance we had to write for. 

Many times when we wrote in for the bids, we were told that there 
were no more forms available. Consequently, we just had to close 
the door on that particular procurement because these bid forms were 
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not available. Apparently they ran off X quantity and that was it. 

I will say that I feel that in a good many cases we should have gotten 
bids as a producer of a particular type commodity. Iam emphasizing 
the point again that we went through all the routine of sending them 
letter after letter, appearing in person and everything, to get our 
name on the so-called qualified bidders’ list with respect to the type 
of product. 

I do think we got very few of the bids, as I said, about 10 percent 
over-all that came in freely to us without our having to go out and 
get them. 

Many times after we got the bids, even after we wrote for them, 
they came in so late that it was physically impossible to sit down and 
work up cost estimates. We in our company go through the formal 
detailed work of developing a cost estimate, to support it by fact. 
In other words, we do not guess-estimate anything. 

We went through the advertising-procurement program last year. 
We started in this year and I became somewhat alarmed at the infor- 
mation that had been made available to me through various and sundry 
channels with respect to this negotiated procurement program. ‘The 
fear that I had was that if they were going to take these so-called 
reqtirements out of a publicly advertised category and put them into 
a negotiated category, how would we, in view of what had hap- 
pened 

Senator Henprickxson. Mr. Chairman, Mr. Rockel, before you go 
on to that, to get back to the experience at Wright Field, did you have 
any other similar experiences at other defense activities as you had 
at Wright Field ? 

Mr. Rocker. At the Signal Corps. 

Senator Henprickson. Where was that ? 

Mr. Rocker. At Philadelphia. 

Senator Henprickson. And those were similar? 

Mr. Rocker. They were parallel. 

Senator Henprickson. Thank you. 

Mr. Rocket. Under this negotiated procurement program it is my 
understanding—and I assume it is being done today—that the Gov- 
ernment takes a given item, and they go out and negotiate a contract 
with one concern. I understand it has been done. Up to the present 
time we have not been approached on any type of procurement of 
that nature. I don’t know whether we ever will. I do not know what 
you have to do to get it. We have submitted a list of our facilities; 
we have submitted every conceivable thing that we can submit to these 
various agencies with respect to our ability to fabricate. Maybe we 
will get some negotiated procurement. But at least we have not up 
until the present time. 

Another type of procurement that has come into play, and an item 
which we have been active in, has been subproduction orders where 
we understand they take a given requirement or requirements. I 
believe Ordnance at the present time is the only agency doing this. 
They submit the items into the various procuring districts on a sub- 
production order. Then the subproduction requirements are sub- 
mitted out to a list of so-called qualified bidders for price quotations. 
One of the problems with respect to these subproduction orders, partic: 
ularly with our company is the way they are being handled. We hap- 
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pen to be in the Pittsburgh district: If the Ordnance decides they 
want an Auto-Lite, Delco Remy, or Ford generator or starting motor, 
they may decide to take that particular item and shoot it into the 
district where the manufacturer is located. If that is done, it then 
means that we can sit in Lock Haven, working through the Pittsburgh 
district, and armatures or generators or starting motors will never 
come into that district. 

As a matter of fact, what work we have submitted prices on under 
this so-called subproduction gy price quoting has been for wiring 
harnesses, which is electrical, it is automotive; however, it 1s not pri- 
marily the product that we ae We have had to go out, and 
very honestly and frankly, I have cut the dickens out of the costs and 
eliminated certain elements of overhead to try to get that work in 
there to try to maintain our productive capacity. 

Senator Durr. Have you had any luck ¢ 

Mr. Rockxen. We understand that we will get an award of around 
$35,000. However, when they submitted this subproduction order 
they had estimated prices. In practically all cases we were less than 
the estimated pric es. 

You might say, “Why did you go below their estimated prices or 
why did vou ¢ ut thei ir costs?” I did it out of desperation. I did it 
because this thing has taken, to my way of thinking, a turn for the 
worse since the beginning of the year, 

With the material eut-backs and so forth, I am at wit’s end as to 
what — happen to us the balance of the year. I have taken this 
work at a figure in which I have eliminated certain standard elements 
kook particularly in the overhead category, for purposes of getting 
productive labor into our place to maintain a level of employment. 

If we have a drastic cut-back. our fixed and semivariable costs will 
eat us out of bank and home. They will bankrupt us, without. produc- 
tive capacity. 

We have other subproduction orders that we are bidding on of the 
same type as wiring harnesses. ‘The major thing that disturbs me is 
found in the fact that conceivably these automotive requirements that 
we are basically set up to fabricate—we have machine shops, a punch 
press department, a finishing department, winding, and on down to 
fabricating a comp . ‘te unit. It goes out of our place as a completely 
packaged product. If these requirements are going to go into these 
other districts, then it it is going to be too bad, because we are never 
colng to see them. We are never FoiIng to have a chance. 

Senator Durr. Once an allocation is made to a certain district, then 
you can't go into that district and get consideration / 

Mr. Rocket. We cannot go into that district. We have to work 
through the Pittsburgh Ordnance district. 

Senator Henprickson. What is the reason for that? 

Mr. Rocke. That is their administrative set-up. 

Senator Henprickson. That is a regulation? 

Mr. Rocken. I assume it is. It is the way they have it set up. 

Senator Durr. Would they not deprive themselves by that set- -up 
of the opportunity of getting bids from some other better -qui ilified 
bidders ¢ 

Mr. Rocket. That is correct. As a matter of fact, if they go into a 
district where there is only one manufacturer of a product, conceiv- 
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nbly the manufacturer could write his own ticket on it; that is, write 
his own price. I realize that that is controlled up to a point, because 
they would not take and pay 200 or 300 percent more for an article 
where they know what their last phornyenne costs were. 

Senator Durr. But if they made a mistake in the districts where the 
allocations are, they deprive themselves of the best manufacturers of 
that line in other places, where they may put in another line where 
thev do not have qualifie .d manufacturers 

Mr. Rocker. That is correct. As an illustration, these wire har- 
nesses have come into the Pittsburgh area. This is an awful thing to 
admit, but Iam going to have to admit it. I cannot understand the 
line of reasoning why they should come into Pittsburgh. 1 think the 
wire harness manufacturers are located elsewhere. I know they are. 
Yet, selfishly, I am glad they have come into the Pittsburgh area, be- 

cause it has given us an opportunity to acquire some additional work 

that we desperately need. But at least it is an honest statement of 
fact. It is the old question of you don’t go to a dentist to have your 
eveglasses fixed. 

Senator Duff, you raised the question as to how you thought there 
could be some changes made, or what should be done. I have tried to 
realistically look at this thing. It is my opinion that if a committee or 
committees on particular types of products could be set up in various 
procurement agene les—in other words, to use our spec ific case, we 
come under electrical with respect to Ordnance. We would be very 
willing to serve, at no cost to the Government, on a committee to de- 
velop a pattern with respect to the particular type of commodity 
that we fabricate, to set a pattern whereby we could act in an advisory 

capacity to aid them in procurement. You might say, “Don’t you want 
to do that for the reason of getting in on the ground floor and having 
some influence?” No; it isn’t that, primarily. It is true that there 
are certain amount of selfishness on our part with respect to that, be- 
cause the thing that 1 want, I want to feel confident that we are given 
the opportunity to become aware of what is required. I then say from 
that point forward that it should be on a competitive basis. If we 
can fabricate a product that is equally as good as an original equip- 
ment manufacturer and we can do it at a saving, then I think that we 
should be entitled to the business. We ask for nothing on a silver 
platter. We do not want to be given anything. From past experience, 
I think that we can be competitive, reasonably so. We are not com- 
petitive at all times because, for example, it may be a given item where 
the original equipment manufacturer was previously tooled on it. 

Senator Durr. Primarily you want to be able to bid on the things 
that you are qualified best to bid on and want other people to be able 
to do the best thing? 

Mr. Rocker. That is “—. 

Senator Durr. You think by an industry committee that you could 
make certain designated areas where people in certain groups would 
have that opportunity of doing the things which they were most 
proficient and qualified to do? 

Mr. Rocker. That is right. 

Senator HeNnprickson. You are thinking about industry commit- 
tees of particular categories ? 

Mr. Rocket. That is right. 
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That about summarizes or winds up what I have to say with respect 
to the matter. One of the biggest problems—I hope that I ; got the 
point. across sufficiently—is this so-called “or equal” product basis. 
That is a very, very definite problem to small manufacturers—small- 
business concerns. 

If there could be some recognition, some pattern established with 
respect to that, whereby there could be reasonably legitimate relaxing, 
it would help. A manufacturer, after all, if he receives a contract, 
has to produce a product that is satisfactory because that, in turn, is 
scnazolied by inspection. That product, when it leaves his plant, 
must be up to snuff. It must do what it is supposed to do and it must 
be of a quality manufacture. 

[ realize that if they went out haphazardly and gave a lot of work, 
it could be an awful condition if everybody bogged down in final 
inspection. But, again, small business that has been in business and 
has built a reputation as we have over a period of years, we don’t take 
and exist on putting out junk merchandise or inferior-quality products. 
We cannot doit. Your average small business, I am sure you will find, 
will be in the same category. They have to produce quality that is 
commensurate with competition, else they would not stay in business. 
That is about all I have to ss 

Senator Durr. I would like. to make a suggestion. If you can make 
a boiled-down statement of your recommendations of how you think 
this business group could be helpful and let the committee have it, 
we would appreciate it. If vou could get together with several others 
in a similar position and give us a composite appraisal of how to meet 
this. I think it would be very helpful. 

Senator Henprickson. It certainly would. With that brief or 
statement submit also a chart—the organization chart. 

Mr. Rocxen. I understand precisely what you mean. 

Senator Durr. Let us have that pattern. Get together with some 
of the other men here pees different outfits and agree upon 
how a proper pattern can be set up to meet the difficulties that you 
have been describing. 

Mr. Rocker. There are supposed to be. as I understand at the present 
time, small-business representatives in these various districts that are 
to assist small business. Maybe that is the answer. 

Senator Durr. I do not know whether that is the answer or not. 
Why don’t you do what we ask you to do? 

Mr. Rocker. Yes, sir. You want. a formal statement ? 

Senator Durr. Of the pattern of handling this situation. 

Mr. Rocke. Yes, sir. That should be sent to Mr. Newby? 

Senator Durr. Yes. 

Senator Henpricxson. I suggest that vou get in touch with the 
chamber of commerce of the city of Paterson—I think they are work- 
ing on a similar proposal. . 

Mr. Rocket. I understand precisely about what you want. 

Senator Durr. Something that will be beneficial to you, the Govern- 
ment, and everybody else. 

Mr. Rocker. Yes, sir; we will do that. 

Senator Durr. You have been a good witness. You have been very 
helpful. 


Senator Henprickson. Thank you very much. 
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Mr. Rocxen. Thank you. 

Senator Durr, John E. Orchard, president, Orchard Bros., Inc., 
Rutherford, N. J. 

Senator Henprickson. I would like to observe, having heard from 
the great State of Pennsylvania, we are now honored to hear from 
the great State of New Jersey. 


STATEMENT OF JOHN E. ORCHARD, PRESIDENT, ORCHARD BROS., 
INC., RUTHERFORD, N. J. 


Mr. Orcuarp. I do not intend to read this material. 

My name is, as you said, Orchard. I used to say “Orchard like 
apples.” My father said “Orchard like peaches.” One day he was 
testifying before a committee and the chairman said, “Mr. Browning, 
you may proceed.” So we always say apples. 

Senator Hendrickson knows my father. He knows also that I am 
one of 14 living proofs that trees in my dad’s orchard bore fruit. You 
know my father, whenever those trees started to fall off and not bear 
fruit. he did not come rushing down here to ask Wilson or Harding or 
Morrow or Barbour for some help. He went out and set the smudge 
pots himself. 

He figured that was the way to do it. I grew up in that kind of an 
atmosphere. You have to kind of absorb a little bit of it. 

So I left the crying towels back in the hotel room. I have a different 
approach, I think, perhaps, than most other witnesses in that we have 
been engaged now in a litle over 10 months in what I call an intensive 
campaign to get defense work. We have run into a lot of problems. 

I think this committee can be helpful in making it easier for us and 
for other people to get defense work. We have not got enough 
defense work yet, but we are going to get it, because we are going 
after it. 

I think that it is important to realize the basic arithmetic of this 
whole situation. It is stacked against us, it is stacked against all indus- 
try, not only small business. 

It is important to realize that the budget calls only for $40,000,000,- 
000 at the present time, whereas at the peak of World War II it was 
$92,000,000,000 for the military empendinunen. 

But you know and I know that our over-all production in the last 
6 vears has increased, not decreased. It has increased some 20 percent. 
Furthermore, you both know that the value of the dollar has gone 
down a little bit, so that what was $92,000,000,000 in fiseal 1943 is 
probably $120 billion today. 

So if vou just put all of that arithmetic into a formula it means 
that the current $40 billion of military budget is equivalent to 3314 
percent of the 1943 program. But it is only 28 percent of our current 
production capacity. 

As I say in my statement that is somewhat like 50 people at a picnic 
going after 28 hot dogs. There is going to be quite a scramble for 
those 28 hot dogs. If there are small boys among those 50 peo- 
ple—and lots of us are small boys—then it is kind of rough, particu- 
larly when the big boys are in the first row around the barbecue pit. 

Small business—and IT am a small-business man—has a loose defini- 
tion. One of the first things I think that this committee should do— 
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and I would like to recommend it for consideration— is the possible 
consideraion of a subdivision of tiny businesses, and there are legions 
of tiny businesses, with less than 100 employees, or who use less than a 
hundred thousand pounds of aluminum or steel a year. Legions of 
them. 

I am one of them myself. Lots of them are postwar businesses. 
They have grown up since the war. Many of them are veterans. They 
are really hurt in this situation because they have been growing. 
Every year since 1946, once they got the growing pains ironed out, 
they have shown constant progressive growth. 

For a lot of them the year 1951 was looked forward to as being the 
bonanza year, that is the year we come out of the woods. But, of 
course, things have happened and they have to be contributory to what- 
ever defense effort is required, 

But they aiso have to participate in it, it seems to me, from a 
standpoint of just plain ordinary free American enterprise. Here 
they have represented, these tiny businesses have represented what I 
would like to call the true American competitive system. 

They started right after the Second World War, started their own 
businesses—and every business had to start as a tiny business. Now 
they have spent 514 years of trying to grow and they are apt to fall 
very flat on their face right now because of the cards being stacked 
against them. 

So my purpose in being here, Senator Duff and Senator Hendrick- 
son, is actually to review for you what we did and the programs that 
we took, which have been successful for us, with the hope that maybe 
it will be successful for other small businesses. 

The true answer lies in salesmanship. It is just old-fashioned 
law-of-average selling. You cannot get away from it. Mr. Rockel 
has been to Wright Field once. I have been to Wright Field seven 
times, and I have a man stationed at Wright Field. 

Senator Henprickson. I did not hear that. 

Mr. Orcuarp. I have been to Wright Field seven times and I have a 
man stationed at Wright Field, because that is where most of the 
money is being spent. 

If you bid on enough items you are going to get contracts. But it 
costs a lot of money to go out and get contracts, Sut it costs a lot of 
money to go out and get the opportunities to bid on the items, par- 
ticularly if you remember that there are 50 people going after those 
28 hot dogs. 

The law of average selling I would like to describe as pounding 
the pavements and pushing the doorbells. My business perhaps you 
would like to know, is the manufacture of aluminum fabricated parts. 
Most of it is concerned with the roll-up awning. 

The way we sell those awnings is that we go out and push doorbells, 
and we create a desire on the part of Mr. and Mrs. Home Owners 
to beautify their house and to benefit their inside living with nice 
roll-up aluminum awnings outside. 

Our figures show that if we push 20 doorbells we are going to get 
the opportunity to make two presentations, and we are going to get 
one sale. 

In this folder that I gave you there is a fairly intensive and compre- 
hensive defense order procurement procedure exhibit. While we 
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haven't been at it long enough to be able to give you that specific law 
of averages, it looks to me as if we bid on $10 million worth of business, 
and we are going to be able to get a half million dollars. 

So the problem i is easy : Just go out and get the $10 million. Getting 
the—— 

Senator Durr. If in the $10 million you met a situation as the last 
witness described where you had to make models and it cost a lot of 
money to make those models, then what would be your situation / 

Mr. Orcuarp. I would make the model, sir. If that was the only 
item that I was going to concentrate on, and I was not going to spread 
myself out to get as many items as I could build, then I would make 
the model. 

Because money has to be spent in doing the necessary doorbell ring- 
ing to get the opportunities to bid. You have to make the decision 
whether to spend the money for that or to spend it for the model. 

If I were after one particular type or classification of product, I 
would make the model. And I have made models. We have made 
some very expensive and some very elaborate tents which we have 
taken to Wright Field and which we have taken to Jeffersonville, Ind., 
and to Chicago for the Quartermaster Corps. 

I do not think anything is going to come of them because frankly 
I think they are pretty, rather useful, but they show our aggressive- 
ness. I would make the model, Senator. 

Senator Durr. Do you have any trouble or experience where you 
do not have the time to do the thing that they want you to do prior 
to the chance of submitting your bid ¢ 

Mr. Orcnarp. Yes, sir. Every bid that we have comes in with 
ridiculous requests for delivery dates. We are bidding on a job that 
is due to open Friday, for example, which is June 1, and the delivery 
date requested is one-third the last half of June. 

It involves aluminum. The mill tells us that we can get that alu- 
minum at the earliest in November, but, Senator, somebody is going 
to put in their bid that they will make delivery in the last half of 
June. 

Senator Durr. What will happen under the fact that you cannot 
get the material and yet make a bid required by a certain date, when 
you are under contract to produce one-third of it by the end of June? 
What happens in that kind of a situation ? 

Mr. Orcrarp. The buyer can default you. He can recommend that 
vou be defaulted under your contract. 

Senator Durr. You have to assume when you bid on that kind of 
a set-up that after you have bid and made a firm commitment that 
you know that your commitment cannot be good according to the 
terms of the contract. 

Mr. Orcnarp. Sir, we don’t make any such commitments. We put 
an explanation in. 

Senator Durr. I know but the commitment would have to be made 
if you have one-third by the end of June. And you say that the mill 
from whom you have to get the basic material says the first delivery 
that they will guarantee is in November. 

Mr. Orcuarp. What we would do, sir—and of course the only thing 
[ can tell you is how we do it, and I think possibly it is useful as a 
recommendation for other people—we have a civilian allotment of 
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aluminum. Because of our past history in having purchased aluminum 
from the mills they are keeping us supplied with a small amount of 
aluminum each month. 

We have done this in order to put in a good early delivery; we have 
converted or changed our civilian allotment to the aluminum required 
for the military. Here is a specific example. I was going to use it 
for another instance. This is a subcontract that we have that we are 
now in production on. 

We delivered the first 100 of these items within 4+ weeks after we 
got the contract, by changing our aluminum from civilian use to the 
militi iry requirements. So we would look at this contract and we 
would make arrangements with the mill to convert a portion of our 
June shipments, which won't come in until the Ist of July, to a portion 
of this contract. 

Then we would qualify our bid by saying we were doing that and 
we could then make deliveries according to the following schedule 
as promised by the mill. 

Senator Durr. That would mean also, would it not, that if you had 

vilian commitments on the basis of that material that you would 
not be able to meet those civilian commitments ? 

Mr. Orcuarp. Perhaps I should not mention it, sir, but we can 
LO into the black market for the necessary aluminum to take care of 
our civilian commitments. And we do it. It is not exactly black 
market. It is imported aluminum, but it is at black-market prices. 
There is no question about it. 

Senator Henprickson. Mr. Orchard, I think our records show this 
fact: you testified before this committee before. So that Senato1 
Duff might know, to what extent have you converted your plant ? 

Mr. Orcuarp. Thank you for asking that question, Senator. 

Senator Henprickson. Percentagewise. 

Mr. Orcnarp, Percentagewise our conversion at the present time 
is about 30 percent to the military, and 50 percent—which we are 
allowed by the NPA—total civilian. We are 20-percent short right 
now, Which means that we are operating at a loss. 

But we are bidding just this week alone on $10 million worth of 
stuff and my law of averages is going to get me $500,000 of that, I 
know. 

The conversion problem is a very severe problem if we go back to 


g 
every conceivable facility that they have or can lay their hands on 
to make every conceivable item that the military needs and go after 
it and bid on it. 

Nobody is going to buy any awnings from the military, I know that. 
We make other products like tray tables and hospital convertible 
trays and folding and sliding doors and roll-up doors. But if we 
concentrated on trying to sell those doors to the military. we would 
not be able to fill up our plant because there are only 28 doors for 
50 suppliers. 

Let us put it that way. The figures are right there. So we are 
gradually converting our plant and adding equipment to it so that 
we are eq upped more and more, 


my 28-hot dogs for-50- people analogy. I think every small business 
has got to be prepared to convert. I think they have got to use 
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DETERMINING WHAT TO BID ON IS A HARD PROBLEM 


Finding out what to bid on is a very, very hard problem. It really 
is hard. Mr. Rockel is so 100-percent right that there is nobody that 
can tell you, 

You go in and you would think that they would know what you 
could do, or you would think that they would know what they were 
buying. 

Senator Durr. Isn’t that one of the serious roadblocks in the whole 
set-up right there / 

Mr. Orcuarp. Yes, sir, it is one of the very serious roadblocks. May 
I point out that you have to distinguish between, and may I use the 
phrase, between the brush-off expert in the procurement agency and the 
man who is actually going to award the aie vt? He knows what 
he is buying. He knows the items that come down from d: ay to day. 

Senator Durr. Why does not he pass it on to the other man, then / 

Mr. Orcuarp. I think because it is all so complicated. 1 think be- 
cause they have set up these beautiful procedures of “Fill out this form 
and fill out that form; we will put it in a file and when we are going 
to bid on an item that fits these facilities, we will send you the bid.” 

Most of them have catalogs, too. But the catalogs are inadequate, 
too, because you cannot tell what they are. 7 here are some 35 different 
Air Force catalogs and I will bet that 29 of them start out with the 
word “adapter.” 

An adapter can be anything from an electrical connection to a pipe 
nipple. 

Senator Henprickson. You mean they are becoming lost in paper. 

Mr. Orcuarp. Yes, sir. 

As part of this folder there is what I hope someone who reads it 
might think is a fairly interesting dissertation entitled “How to Waste 
a Full Day.” It is an actual experience that I had in going to a pro- 
curement office and trying to find out what items we coule | make and 
try to get on the qualified bidder’s list. 

All of the offices, and mind you, there are over 200 of them through- 
out this country, are buying for the military. 

Senator Durr. Is not it almost fundamentally necessary that there 
be a revamping of the set-up of the whole picture if you are going 
to have efficiency? If you have that many catalogs, nobody under- 
stands what is in them, you may be picking one catalog knowing what 
to do, and there is another « ‘atalog that they are working on that 
month, you will have confusion confused before you get much further 
on it. 

Senator Henpricxson. Do you think the procurement officers un- 
derstand the catalogs ? 

Mr. Orcuarp. No, sir; not the actual buyers. There are many pro- 
curement officials, Senator, and it is necessary to distinguish between 
them. There is the contracting officer who is over a buyer. Then in 
an entirely different section, quite apart from the actual purchasing, 
is what I call the automatic procedure boys. They are the ones who 
handle the catalogs. The only place that it ever works at all well i 
the Air Force in Wright Field and Dayton, the automatic proc edunt 
works fairly well. 
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ut elsewhere the automatic oon redure boys never let the buyers 
know what is in the files. “Never” is a hard word, but seldom do they. 
If the buyer is stuck for a‘source, the n he will go to the automatic 
proc ‘edure boys. Do you follow me, Senator? 

Senator Henprickson. I do. 

Mr. Orciarp. But the automatic procedure boys won't give the 
name to the buyer because they don’t know any more about it than 
you do. They don’t know who is buying this adapter, or this reel 
assembly. This is called a reel assembly. This went out on a bid, 
and we were not allowed to bid on this because the automatic procedure 
boy wouldn’t let us get a set of the quotes because he said that we 
were not equipped to make it. It is a very simple thing. 

Senator Henprickson. How did he know that you weren't equipped 
to make it? On what facts did he base his judgment ? 

Mr. Orcnarp., He makes his judgment on a presentation which I 
make to him. He in most cases—it is a “she,” sir, not a “he” and I 
have had the interesting experience of a very pretty 27-year-old bru- 
nette telling me what my company can m: ake. She may be right, but 
if she is, 1 want her in my company. But I think I know what we can 
make. 

Senator Durr. This is the item here that you were told that you 
didn’t have the equipment to make 

Mr. Orcuarp. Yes, sir. We went to the prime contractor who got 
this item as part of an over-all item. We got the subcontract from 
him. We have no trouble making it. They are just simple screw 
machine parts and simple stampings. There are thousands of items 
like this. But the only way that you can find out what they are and 
who is buying them is to ring doorbells. You just have to keep punch- 
Ing doorbe lls to find out. 

We have an organization of seven men doing nothing but punching 
these doorbells. There are only 75 of us altogether. 

Mr. Newrpy. May I ask a question, Mr. Chairman? 

Senator Durr. Yes, sir. 

Mr. Newsy. Would it help, Mr. Orchard, to have some official with- 
in the procurement agency select items which would lend themselves 
to small business production and set them aside for small business pro- 
duction. 

Mr. Orcnarp. Yes, sir; that would help. That would help. 

Mr. Newsy. As I understand the problems, all of these agencies 
take lists of your facilities, machines that you have and so forth, they 
take your idea of what you can make on a general basis, and they 
tile that information away. Those are called the source lists, the 
files in which they put that information. 

The source lists are available to the buyers upon the buyers’ request 
for information as to who can make particular products that the 
buyers are going to buy. 

Mr. Orcuarp. That is right. 

Mr. Newry. The problem then becomes getting the buyers to utilize 
the source lists ? 

Mr. Orcnarp. T think that is right, Mr. Newby. As a matter of 
fact, I know that is right. But put “yourself a little bit in the shoes of 
that buyer. He is as busy as he can possibly be with one hundred and 
fifty-odd people who know he is going to make and buy that item, 
who have dug in to find it. 
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Mr. Newsy. One further question. Would it be of any assistance 
to have certain of these items classified according to the manufactur- 
ing operations that it takes to make the item rather than according to 
the end use for which they are intended. 

For instance, an electrical outlet box in the wall. That I under- 
stand is classified as an electrical item. It is manufactured by a 
punching operation, a machine operation. The ordinary small con- 
tractor would not think of trying to bid on that as an electrical item, 
but he would think about taking it on as a machine operation. 

Mr. Orcnuarp. From our experience, may I sort of go around this 
way [indicating] to answer that question’ It is a very intelligent 
suggestion. We have incidentally bid on some electrical connection 
boxes. What I am afraid you might do is that you might set up an- 
other automatic procedure, and we have enough of them now and they 
are not working. 

You might set up what we call another brush-off department. All 
of my men—and we call them in every 2 months from all over the coun- 
try to sit down and go into a thorough meeting and discussion; as 
this statement shows we get out weekly progress reports telling them 
everything—they are exhorted - me every time we get together to 
pierce the brush-off department, to pierce the automatic procedure. 
If a successful automatic et could be set up then I think pos- 
sibly a breakdown into the steps of manufacture, or the processes of 
manufacturing that are required as distinguished from an end-use 
classification, would be very helpful. 

Mr. Newsy. If it could be done to even a small degree it would be 
helpful, for similar articles, for instance. 

Mr. a irD. In the current situation ¢ 

Mr. Newsy. Yes. 

Mr. Orcnarp. We still have only 28 hot dogs, sir. I don't think 
they could do it enough to support the people that are available. 
I have another recommendation for that, which is to require that any 
item like this—as I said, there are thousands of them—that calls for 
more than a million dollars, be broken up into three or four different 
awards. I think that if you took all of the people who are working 
on these so-called automatic procedures now, and charged them with 
the responsibility of getting out in time a more cet: tiled desc ription 
of what is being bought, and that were made available as a service to 
small business like the Bidvertiser, United States Bid Information, 
and what the Department of Commerce is doing now, that then they 
could look that over and determine whether or not they wanted to 
bid on it and send in for it 

But as Mr. ae said, if you send in for it, it is likely they will 
write back and say, “Sorry, we are out of specs and bid forms.” In 
this doorbell selaitnee there are four really vicious circles, and they 
are vicious, that any small-business man has to lick. I would like to 
emphasize those, if I may. 

the first three vicious ones I have covered. The first one is that 
the small-business man must retain his organization if he wants to 
get defense contracts, but yet if he retains his organization, he won't 
vet defense contracts. The reason for that is that whereas most small 
or tiny businessmen, who actually have merchandised a product, have 
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been merchandising that product with what I call a margin of 40 
percent over their direct material and labor costs, in order'to support 
their organization. Most of the current military bids are going at a 
margin of only 20 percent. 

The reason for that is that we are all so hungry we will just bid 
to get it. If you retain your organization to get the opportunities 
to bid, and you are only going to get half as much margin, it is 
fairly obvious that you have to double your ekcindee’ in order to keep 
that organization. 

is you do that, that cuts my supply of hot dogs down to 14 for 

) people. But that is the only way that I know of to cut that 
Vicious circle. 

The second thing—and this ap plies to the tiny and smaller busi- 
nesses that started after the Second World War: You can’t get any 
contracts unless you have a past performance record, and you can't 
get a performance record unless you get contracts. The only way 
to lick that is to get after the absurdly low $10,000, $15,000, or $5,000 
contracts, and bid them in at a loss to get your name in that par- 
ticular agency. Make sure you bid to get it. That is the only way 
that I know of to lick that. It is amusing, but we got a $71 Air 
Force contract. I think the boys in the department made a mistake. 
It should have been $89. 

Seventy-one dollars, and I understand that there were something 
like 47 bidders. ‘The third vicious circle is that a tiny business ean’t 
get the necessary financing for larger contracts, and he can’t get the 
larger contracts unless he has the nec essary financing. There is so 
much big volume items now being bought that go into $2,000,000 or 
$3,000,000. The rule of thumb for the buyer is that you must have a 
net working capital at least equal to 25 percent. 

Senator Durr. Could those bids be broken down without any 
impairment of efficiency ¢ 

Mr. Orcnarp. Yes, sir. [am sure they could. I am sure we could 
get the same price breaking this job up into four parts, for example. 

Senator Durr. Thereby letting more competent bidders qualify ¢ 


MORE FORMAL BIDDING RECOMMENDED 


Mr. Orciuarp. Yes, sir: that is right. And that is one of my 
recommendations, Senator. I honestly believe that sending out spe- 
cifically—for example, one agency sent out an item for a bid of a 
little over $2,500,000. I know that there must be at least 2,500 con- 
cerns In this country that can make that item. It all went to one person. 

1, of course, feel a little bitter about it because we were the second 
low bidder. But even if we had been awarded it all, we are not a 
large company, we have only 75 people. We have a nice little capital 
structure, it isn’t too big, but it has been growing every year, we 
couldn't handle that kind of a contract, but if I were the low man, I 
would like to see them take it away from me. 

I would have the necessary financing before the buyer made his 
mindup. I don’t think the smaller war plants loan idea is the answer 
to this necessary financing, either. I think you have to go back to 
the rule of thumb that the buyer uses and insist or recommend, rather, 
that the suecessful low bidder be allowed, sav a week, in which to 
submit a financing program to a financing officer 
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So many people scare otf on bidding on large items because they 
know that it won’t be awarded to them since the | uuver will see from 
their balance sheet that they do not have the necessary financing. 
There is, other than the recommendations that I have given, one very 
important one that I sincerely urge upon you. That is that you 
recommend that all negotiated contracts be eliminated except where 
they involve secret and confidential material. I think if you actually 
had buyers up here, rather than automatic procedure people testifying, 
and asked the buyer “Would you rather do it competitively or nego- 
tiated?” he would say, “Any day. competitively. It is quicker, it is 
easier, and I get my work done.” 

Yet two out of three contracts are being negotiated today. As Mr. 
Rockel said, if you have no past performance record you can’t even 
get the form to negotiate a contract. After you have put your bid in 
you get an automatic letter saying “Can you not reduce your price /” 
You go around to the buyer and ask “How much do I have to reduce 
the price?” 

He will say “I cannot tell vou, except that vou had better sg 
your figures.” That really isn’t negotiation. It is just a form of 
competitive bidding that was allowed after the President declare: his 
cmergency on December 18. I don’t think it has helped speed up the 
situation one bit. 

I do recommend and would like to reiterate that you investigate 
the inadequacies of the so-called automatie procedures, because I 
think that is the basic difficulty that most small and particularly tiny 
businesses are presently having. They are told that they will be 
taken care of by the automatic procedure department, and they go 
away thinking that they will be. But they won’t be. So they come 
erving for help. Jeing an optimist—— 

Senator Henprickson. Mr. Orchard, you referred to this negotia- 
tion as a bidding process. It does not have the features of honesty 
that you would h: ive with stric ‘tly bid forms, does it 

Mr. Orcuarp. I think it does, sir. It doesn’t have all the elements 
of honesty, let’s put it that way. 

Senator Henprickson. That is what I mean. 

Mr. Orcuarp. There is a greater chance for an element of honesty 
to be lacking. Let’s put it that way. 

Senator Henprickson. That is what I mean. 

Mr. Orcuarp. I am an optimist, as my whole statement shows, when 
I say We are going to get defense work. What scares me is this: I 
say it costs money to go out to push doorbells to get opportunities to 
bid to get your share of defense work. We haven't had any experi- 
ence in this, but we have a couple of men in our organization who 
have, They tell me that an audit, or on renegotiation, the Govern- 
ment is not going to allow us this selling expense. The words “sell- 
ing expense” to a Government auditor is just plain nothing. 

While I will not dwell on that particular fact, I would like to 
recommend to this committee that they investigate the possibility at 
least for small businesses of recommending to GAO that they be per- 
mitted a certain expenditure to go out and push doorbells, because 
that is the only thing after trying 11 different plants: it is the only 
thing that I know of that works. 

Thank you a lot for letting me talk. I hope that my recommenda- 
tions will be he ‘Ipful to other small businesses. I would like to record 
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here in my testimony the thanks of all of us aluminum fabricators 
for the wonderful, grand job this committee did in connection with 
the NPA. It hasn’t hurt the defense effort one bit. It took this 
committee to unearth the complete necessity of putting on check reins. 
It was a grand job. 

Senator Henprickson. I assume you will want these statements to 
vo in the record / 

Mr. Orcuarp. I do not think it is necessary to put the whole data 
file in. That is the folder we use to convince the buyer that we can 
build this item. But there is in the front part of it, clipped together, 
the actual statement. 

Senator Henprickson. Mr. Orchard, I am sure the distinguished 
chairman joins me in expressing the thanks of this committee for your 
testimony. You have made a very fine witness. You have been 
very helpful. 

Senator Durr. Yes, sir: I do. 

Mr. Orcuarp. Thank you, sir. 

(The statement referred to is as follows:) 


STATEMENT OF JomUN E. OrcHARD 


My name is John E. Orchard, like apples. My daddy used to say “Orchard, 
like peaches.” One day back in 1927, however, a very cute receptionist looked 
him in the eye and said: “Would you mind taking a seat, Mr. Browning?” 

I appreciate it’s unorthodox, but I start my testimony by telling you a little bit 
about this daddy of mine. I’m one of the 14 living proofs that dad bore fruits 
in his Orchard. I don’t think he could have done it without mother, though 
And, you know, whenever the frost started to kill off some of the trees in his 
Orchard, dad went and got out the smudge pots himself. He didn’t go ask Wilson 
or Harding or Morrow or Barbour to help him. He figured it was his job; he'd 


planted the trees; was he good enough to bring ’em up so that they too could bear 


fruit? 


And, by golly, if you grow up in that sort of atmosphere you “kinda” have to 


absorb a little of it yourself 

The tiny company of which IT am president, got out the smudge pots way last 
August. On the theory that “The Lord helps those who help themselves,” we 
realized that sooner or later someone would take a look at the aluminum picture, 
and because our principal product, aluminum awnings, began with the first letter 
of the alphabet we were pretty sure someone would lower the boom on our 


business 


Government officials have stated to this committee and have made speeches of 


encouragement to small-business groups throughout the country, saying in effect 
that if these small companies will show the same aggressiveness as they do in 
developing sales for their civilian products, and if we spend the same amount 
of time, money, and effort, then we can get defense business. Get out .and sell 
your company and you'll be all right. 

Gentlemen, I am intensively proud of the selling job my company has done. I 
am ashamed of the results. After 10 months of a highly organized selling per 
formance, we still haven’t landed enough defense business to permit us to survive 
Don't think that we're quitting or that we’re crying for a helping angel. We'll 
take all the help we can get, but we still realize that we must set out our own 
smudge pots. 

Our story is one of action and as such it contains some facts. Maybe there 
s something to this claim that small businesses don’t have a chance; maybe 
the cards are stacked against us. Maybe if I can present these facts to this 
committee in an interesting chronological manner they will be helpful to you 
n making vour final recommendations. 

In Juty 1950 we had a single-purpose processing plant supplying component 
parts made of aluminum to our franchise holders throughout the country. Fo: 
over 2 years we had been experimenting with a companion product to offset 
the highly seasonal aluminum awning. We were ready to launch it with 
new and highly specialized merchandising technique. 
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Fortunately someone in our organization (and there are only 75 of us alto- 
gether) pulled on the check reins and with an impressive argument convinced 
cur executive committee that we should probably spend the moneys we were 
planning to spend on this new product and see if we couldn't get into defense 
work. Our more than 10 months’ experience in trying to get this defense busi 
ness has resulted in the following conlusions and recommendations 


std FOR sano. 


It is important that this committee and the smaller-business men realize 
that there are three vicious circles which must be solved to be successful in 
procuring war work 

1. The small-business man cannot get defense contracts unless he has a per 
formance record, and he can't have a performance record unless he gets war 
contracts. 


a le oe 


(a) The solution of this circle lies in plain, ordinary everyday selling 
techniques. You and your organization have got to get out and pound the 
pavements and ring the doorbells in order to get opportunities for competi 


ee 


4 tive bids on the theory that if you submit enough quotations the law of 
3 averages will take care of you insofar as procuring an award is concerned. 
5 (b) This committee could help cut this circle by requesting the elimina- 
: tion of all negotiated contracts except in secret or confidential classified items 
| (c) I would like also to recommend that this committee make a thorough 
; investigation into so-called “automatic procedures” which the various pro 
. curement agencies of the Government have established in order to give 


everybody equal opportunities to quote on open advertised competitive invi 
tations for bids. Our experience has been that unless there is personal 
follow-up by company representatives the “automatic proceedures” are placed 
in the files—there to be forgotten. I have attached an exhibit of this state- 
ment which records for you in what I think is an interesting manner my own 
first experience with one of these so-called “automatic procedures.” I en 
title this exhibit “How To Waste a Full Day.” After you have finished 
abiding by one of these “automatic proceedures” you will have received some 
thing with which, if you add a nickel, you could buy a newspaper; yet you 
must abide by the “automatic procedure” before you are welcomed by the 
procurement agency. Do you know, gentlemen, that there are more than 
200 different locations in this country that are spending this military budget 
and that each one has its own “automatic procedure’? What small busi- 
ness could afford to cover the field? 

(d) Before I go into the next vicious circle, may I state for the record 
that the “automatie procedure” as used by the Air Force does result in 
some bids being received without personal follow-up. 

2. The second vicious circle is the fact that the small-business man can't get 

defense business unless he retains his organization, and unless he gets the 

defense business he can’t retain his organization 
(a) It’s easy to prove arithmetically that, with civilian production being 
cut 50 percent and with the Government spending only 40 billions in its 
new military budget and with the value of the dollar having gone down 
while the production capacity of the country has gone up, these 40 billions of 
dollars are going to absorb only 28 percent, leaving a 22 percent void in the 
over-all production economy. It reminds me as if we were all on a pienic 
of 50 people and there were only 28 hot dogs. You know, that’s going to 
make for an interesting scramble around the barbecue pit. Of course, what 
zg makes the scramble all the more hectic is that there are some awfully big 

boys in the first row around the fire! 

(b) In such a hectic scramble the small-businesss man who expects to get 
any defense business has got to throw his full organizational forces into his 
campaign for defense business, and when you have been cut 50 percent by the 

: NPA it is expensive to maintain the same organization that you had before 

the cut. 

: 8. The third vicious circle is that the small-business man ean’t get the neces- 
sary financing for larger contracts unless he gets the contracts, and he can’t 
get the contracts unless he has the necessary financing. 

(a) The rule-of-thumb used by Government procurement agencies is that 
a company must have a net working capital equal to 25 percent of the total 
contract. 

(b) You know that there are many small businesses that show on their 
balance sheet a net working capital but which have had such consistently 
good profit records that they could probably borrow three and four times 
this amount, particularly against a firm defense-order contract. 
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(c) I am not sure that the re-creation of the smaller war-plants loa 
system of the previous war is the answer to this vicious circle. The problem 
still remains as to what rule-of-thumb the buying personnel will use. 

(d) I think another possible answer could be to require Government pro- 
curement agencies to split up their many large million-dollar contracts, I 
am not advocating that you take a $10,000,000 tank contract and distribute 
it among 20 people, but there are lots of items that are going out on which 
the total bid is in excess of $500,000, and of which a lot of small and tiny 
businesses are physically equipped to take a part except that their net work 
ing eapital generally doesn’t run into 6 figures; so, by the rule-of-thumb, 
they are limited to the total contract not in excess of $400,000. 

While this committee could help in making it easier to solve these vicious Ccir- 
cles, in the last analysis the problem boils down to the smaller-business man set 
ting out the smudge pots himself and to keep them burning night and day, day 
after day, week after week, month after month. But the small-business man 
must realize that this is an expensive selling job. It is costing my company 
just as much to get opportunities to quote on Government contracts as it was to 
merchandise and distribute our standard civilian products. We have a total 
of 75 people on our payroll, and of these 75 people 7 of them are working full 
time as part of the selling organization out of which come quotations. Last 
year we made a profit of 4.9 percent on our total net invoices before taxes. We 
would like to continue making the same profit. Our merchandising, regional rep 
resentation, and other selling expenses took 20 percent. Our factory overhead, 
office overhead, and administrative expenses absorbed 15.1 percent. Direct labor 
and purchased materials going into our civilian products absorbed the balance, 
or 60 percent. 

Now I have attached to this statement and have brought with me enough 
estimate forms and bid abstract forms to prove to me, and I think to you, that 
the hungriness of current small business shows that they are quoting and 
obtaining defense contracts where the purchased materials plus direct labor 
comes to SO percent of their total bid. That means, instead of 40 percent left 
to support the corporate personnel and organization you only have 20 percent. 

If we get specific in our figures, assume my company in 1950 had average 
monthly billings of $100,000. This gave us $40,000 to support our operations, 
maintain our supervisory, selling, and administrative personnel and show us 
a small profit. We have now been cut to a $50,000 civilian level and since we 
have worked pretty hard training these people, and since there is no way that 
I know of reducing the taxes and rents that are part of our overhead it’s 
obvious, isn’t it, that we have got to get another $20,000 somewhere? That 
$20,000 can come from $100,000 worth of defense work. This is an important 
thing, gentlemen, because it means that to be successful in this campaign for 
defense work the smaller businessman, particularly in the metal-product field, 
has got to increase his production capacity 50 percent in order to retain his 
organization. 

It is not actually the big businesses that are doing this to us, it is our fellow 
small-business man. In most cases they are smaller businesses who have had 
previous war-work experience who are in effect nothing but job shops. They 
never had developed an organization that went out and did a pioneer merchan- 
dising job, that actually handled a specific product. Most of them actually 
survived doing job work for us and for the armed services since the last war 
They have no selling organization. They have no problem of solving the vicious 
circle of winning the confidence of the buyers, so they can operate with a 20 
percent margin—the figures show it. 

But those of us who have to go ont and do a selling job insofar as defense 
work is concerned, as I have explained, have got to spend as much money to do 
it as we did to sell our civilian products 

I would like to have a specific recommendation as to how this committee may 
be able to help with this situation. Restoring the 15 percent price differential 
permitted small business during the last war is not the answer. 

There is one recommendation that I would like to make. We have not vet 
experienced it, but I understand that an item called sales expense on your P and 
L statement is anathema to Government auditors. They don’t believe in view of 
the so-called automatic procedures that you have to go out and pound the pave- 
ments and ring the doorbells in order to get the opportunities for bid. And this 
costs money. So this committee could do those of us small-business men who 
have been aggressive a big favor by incorporating some recommendation permit- 
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ting these contract-procurement expenses to be allowable in the event of subse 
quent audit and renegotiation. 

As you can see from the above paragraph I am an optimist. I stated to you 
that we do not at the present have enough defense business to be able to survive, 
but we are going after it and we are going to get it 

I am sure it will be interesting to all of you to see exactly how we go after it; 
to see just exactly what is involved in setting up an organization which rings 
doorbells and depends on the law of averages to take care of it. 

I was brought up with the slogan “See ‘em, Show ’em, Sell ’em.” Exhibit 3 
attached hereto is a complete outline of the organization which we have to “see 
‘em”—*’em’” in this instance the people who actually do the buying. If we can 
not get beyond the automatic procedure—and we very frankly eall it the brush-off 
department—then we know that we are not doing a good job of “seeing ’em.” We 
have to get opportunities to quote and the only way we can get them is to have 
the buyer mail them to us. We “show ‘em” with this comprehensive data file 
folder. This folder has been deliberately designed so that we can keep on 
“showing ‘em.” Two or three time a month we issue a supplemental sheet which 
tells something new about our company and the field men are instructed to deliver 
these sheets in person to the buyer so that our name gets before him once again. 

We “sell ’em” by continually trying to cut corners in our estimating so that we 
can come in with the lowest price. 

Gentlemen, would you be surprised if I told you that coming in with the lowest 
price doesn’t automatically mean that you get the job? There’s one other ele- 
ment of selling involved. You have to make sure that the buyer when he receives 
the tabulation of bids is convinced that you can do the job, because if he doesn’t 
put you in the qualified contracts class he can turn your bid down. 

Our procedure has received some fairly nice publicity and I have attached the 
exhibits which show this 

Here by my chair is a brief case which represents only one-third of four file 
drawers that we have filled up in the last 10 months with defense-procurement 
operations. I have brought with me a lot of supplemental information. Iam, as 
you have seen, so wrapped up in this subject that I could probably talk for a 
week on it, but I know that I have already consumed too much time and it is 
possible that you may have some questions and I can use this brief case to illus 
trate my answers. Frankly, gentlemen, even if I talked for a whole week on the 
subject the conclusion would add up to the necessity for the small-business man 
to have an organized selling campaign and to work hard and to follow it through. 
There is an old axiom in the selling game which reads “Plan your work, and work 
your plan.” It took us 10 months and 11 different plans before we hit upon the 
one which we think will work and that one very basically and simply goes back 
to the old law-of-average principle of selling—the more people you see the more 
opportunities you will have to quote and the law of averages will take care of you 
as far as getting business from your quotes is concerned. 

Respectfully submitted, 

J. E. ORCHARD. 


[Exhibit No. 1 to J. E. Orchard’s Statement] 
[From the Journal of Commerce, New York, April 5, 1951] 


GETTING DEFENSE ConTRACTS—First Step: Finp WHat You Can MAKE Best 
AWNING FirM Says ANALYSIS OF PLANT FacILities, UNITrep STates NEEDS 
Biecest ProptEM—HaArp Work, Low Bips CaLitep Price Smartt Lines Fact 
To Stay AFLOAT 

(By Sidney Fish) 


What does a small manufacturer have to do to get a defense contract? What 
measures prove most effective? What mistakes are commonly made? 

The Journal of Commerce has asked typical small producers who were success 
ful in landing defense orders to tell their story. The following article is the 
first in a series on this subject: 

On March 9, Orchard Bros., Ine., Rutherford, N. J.. makers of aluminum 
awnings, booked its first defense contract. It represented the first glimmer of 
success in a determined effort which began 6 months earlier, on September 10 

During that period the company spent $12,000 of its own money and bid on 
140 contracts before it got its first order. 
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MUST SUBMIT LOW BID 


Out of his experience in pursuing Government contracts, J. E. Orchard, presi 
dent of the company, has encouraging advice for manufacturers who want de 
fense business. He thinks that today the company that spends as much effort as 
he did will be able to land a contract in 3 months, instead of 6 months. But 
he warns that to get an order a producer must be prepared to bid low. 

“You must be prepared to give the stuff away,” Mr. Orchard said. “But it is 
worth while to do it, for it will enable you to keep your organization together 
during the pel iod of shortages.” 

Mr. Orchard says he has fared much better than most of the tiny awning 
makers in his infant industry. He has booked two orders—one a prime contract 
with the Marine Corps, tubular beach markers, and the other a subcontract in- 
volving aluminum stampings and assemblies for the Signal Corps. 


FEARS “DEATH SENTENCE” 


Together the two contracts total about $247,000—enough to keep him operating 
at 25 percent of capacity from August through December of this year. By that 
time he fears that the National Production Authority will have imposed its “death 
sentence” on his industry, under order M-7 banning production of metal awnings 
for homes. 

Of the 78 members in the National Metal Awning Association, of which Mr. 
Orchard is president, only three or four thus far have suceeeded in getting de- 
fense orders. Unless they book one, they will be out of business within a few 
months. 

The most important advice that Orchard thinks he has for hopeful seekers 
of defense business is to “spend enough time analyzing the items needed that you 
are best fitted to produce.” 

It is a mistake, he says, for a small producer to accept the opinion of a Govern- 
ment procurement official or a prime contractor, in regard to the type of work 
that it is adapted to make. Each small manufacturer will have to solve that 
problem for himself, he feels. 

What concerns Orchard is the high cost of landing those orders. 


PROCESS IS COSTLY 


“We could afford to spend that money,” he said. “Weare the largest unit in our 
industry, with 70 employees. But lots of other tiny awning plants haven't 
$12,000 to spend while looking for defense orders.” 

Orchard went at the job of getting a contract very methodically. 

Over a year ago he had his plant surveyed by the Munitions Board under its 
long-range M-day mobilization program. He was certified as a “planned pro- 
ducer,” a valuable designation if all-out war came. 

But under a 10- or 15-percent war-production program, like the present, 
Orchard Bros. found the going rough. The Marine Corps was placing few prime 
contracts, and the other services felt they had no obligation to Orchard Bros. 


PRELIMINARY STEPS 


- 


Here is what Orchard Bros. did when it set to work in September to book a 
contract: 

1. It spent $1,000 on an “elaborate presentation” of its facilities and know-how 
and distributed 2,500 copies of this booklet to prime contractors and_ sub- 
contractors, 

2. It put three people to work—one an engineer—on a full-time basis contacting 
new and old leads that developed through this direct-mail campaign. Once a 
week it put out another brochure to those on the mailing list, high-light achieve 
ments of Orchard Bros. in production. Orchard kept one man busy estimating 
costs for bids. 

5. Much work was wasted in attempting to organize a subcontracting team 
which would be equipped to make any type of small aluminum or steel end 
product. But the company found it impossible to get the services to look with 
favor on group of producers who were not under one roof. 
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REPRESENTATIVE INEFFECTIVE 


4. The company hired a manufacturers’ representative last October at $300 a 
month to represent it at Wright Field, in an effort to book an Air Force order. 
Thus far, he has not produced any business 


He booked one order, but it was canceled almost immediately. 
For several months, the company met nothing but discouragement. The story, 
Orchard says, was always the sume We don't need you vet. We don't need any 


subcontracting, and when we do we're going to give it to the same people we gave 
it t) in the last war.” 
Cn prime contracts, the story was equally discouraging. The services adopted 
a policy of negotiating many prime contracts, and no opportunity was given to bid 
on them except to “planned producers,” who have had experience with the con 
tracting agency. 
SPENDING REQUIRED 


“We were lucky that we had some money in the bank,’ Orchard said yesterday 
“We decided to spend it rather than to keep it in the bank waiting for the star 
vation period.” 

Not in an effort to get a war contract, but to obtain relief from NPA for the 
awning industry, Orchard appeared before the Senate Small Business Commit 
tee in January. He urged that aluminum stockpiling be slowed down, so that 
small business like his would not be pushed to the wall 

Meanwhile, he continued his search for defense contracts. 

Now that he has landed his first two orders, he says he isn’t letting dow He’s 
looking for more business. And he thinks that businessmen who go after it ag 
gressively should be able to get results more quickly than he did, at the very be 
ginning of the mobilization program 


[Exhibit No. 2 to J. E. Orchard’s Statement ] 
“How To WASTE A Futt Day” 


While I hope that this is an interesting report on my first experience with a 
Government procurement agency, it is also a cordial invitation to you, Senator, 
to come along with me and share in a day that is being repeated over and over by 
thousands of small-business men. Make out like you were an associate of mine, 
Senator, but let’s forget that we have connections that will get us in to see the 
top brass: let’s do it the hard way just as all the tiny businesses would and will 
have to do it if they can afford it. 

An austere-looking guard confronts us as we near the main gate. 

“Hello, would you please tell me how I can get some information on Govern- 
ment contracts.” 

“Step over here to this desk—Bud.” 

Flattered at still being a Bud, we find a big registration hook and we sign 
our names, give our addresses, state that we're citizens of the United States, and 
then have to leave blank the space which asks us to specify the person we're 
going to see, 

“Who d’vya want to see, Bud?” 

“We don't know—-we thought—— 

“Yeah, take the elevator up to the third floor.” 

Oh, I'm sorry, Senator, IT forgot to tell vou to sten in the elevator quickly ; but 


anyway, we're together again in this excursion headed for the third floor 

On the third floor to the right of the elevators and looking almost as appealing 
as last night's club soda we see a eluster of benches and chairs oceupied by a 
motley crew of frustrated-looking “Buds.” In the corner ij desk with another 
resistration hook. We wait in line a little over a half |} r 


“Can I help you?” says a gentle voice emanating from a reasonably attractive 
female receptionist. 

“We'd like to get-——” 

“Sign the registration book. Oh, Mr. Newton, the captain will see vou now.” 

Once again we sign a book only this time after 15 minutes we get something 
in return—a little hadge with a number on it imprinted with the word “Visitor.” 

“Who—lI mean, whom do you wish to see, gentlemen?” 

“Well, we have a little plant over in Rutherford, N. J., and we 

“You mean you have no appointment - 

“Well, we would have been glad to eall for an appointment but we didn’t know 
who—or rather, with whom to make it.” 
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“You're in the wrong place. You must go down to see Mr. Monson on the 
second floor, but be sure to return here to surrender your badges.” 

We'll skip the travesty of getting down by elevator to the second floor and 
once again we wait in line to see another but slightly cuter receptionist. 

‘I’m sorry, Mr. Monson is busy now but Miss Jones can see you.” 

“Who is Miss Jones?” 

“Miss Jones is one of our ‘brush-off’ experts.’ 

Well now, come to think of it, I’m ahead of my story. Actually of course, the 
receptionist didn’t say that; that’s what she meant and it would have saved 
us a lot of time if she had put it in just those words instead of saying, as she did: 

“Miss Jones is Mr. Monson’s chief assistant; I'm sure she'll be able to see you. 
Let me make an appointment.” 

“Please do.” 

(Overheard.) “Miss Jones, this is Lillian out at the second-floor desk: when 
could you see Mr. Orchard from Rutherford, N. J.? Just a minute, I'll see.” 

Mr. Orchard, could you see Miss Jones at 2:30; her schedule is filled up 
until then?’ 

“Look, I appreciate that you all are busy but I’ve been here since 9 o’clock and 
it’s now quarter to 12—maybe Mr. Monson will be free before 2: 30.” 

‘But I told you Mr. Monson is busy 

“Well, so too is Miss Jones. All we want to do is find out what you're buying 
and whether we can adapt our facilities to be of service to you.” 

Mr. Orchard, you’ve come to the right department and Miss Jones will take 


’ 


care of you. (Yes, that’s fine, Miss Jones, put down Mr. J. E. Orchard for 
2:30 please.)” 
“But, but, but * * * but.” 


“I’m sorry, Mr. Orchard, but I believe this gentleman is next. May I help 
you, sir?” 

Well, Senator, by this time you have already wasted a morning so I'll spare 
you the necessity of finding a place to eat lunch, and I'll wait the 2% hours to 
see Miss Jones 


I’m glad you had other things to do, Senator, because when I finally got in to 
see Miss Jones, at about 8:10, I found out that I was but one of twenty-odd 
people who had consulted Miss Jones that day, at 15-minute intervals, to find 
out what they could or could not do for the defense effort. 

At 3:10 p. m. Miss Jones was fairly well “beat down.’ I would judge her 
to be about 27 years old, undoubtedly competent, not overly attractive, but at 
least passable. She managed what I call a quick frozen automatic smile. 

“We seem to have no record of your company, Mr. Orchard.” 

‘That’s right, Miss Jones. I’ve brought a complete presentation with me.” 

“IT wish I had the time to look through it but I'm behind schedule now. Tell 
me briefly what facilities do you have.” 

“Miss Jones, I would rather look over the products you are buying and then 
tell you what ones we are capable of making.” 

“Mr. Orchard, we have over 20 different matériel classifications and products 
and I don't know which catalog to give you.” 

“Well, we fancy ourselves to be experts in aluminum fabrication and finishing. 
As a matter of fact, as we show in this folder, we pioneered in the modern 
production painting of Po 

“Oh, in that event you're in class 7j.” 

“And just what is class Tj?’ 

“Well, I'll give you the catalog for class 7j and then you can look over it and 
check the items you feel you can make. Then whenever we're going to buy any 
of those items you will automatically receive an opportunity to bid on it.” 

“Miss Jones, isn’t it possible that we could make some other items in some of 
the other catalogs?” 

“No, you stay right with catalog 7j. I do this all the time, Mr. Orchard, and I 
know exactly where your company fits into this picture.” 

“But ma’am you haven't even looked at our facilities list. How can you 

“IT don’t have to; can’t you see this procedure is all automatic? These are 
the things you can make.” 

“No, but my point is—well, thank you, Miss Jones.” 


Senator Durr. Mr. Hyde. 
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STATEMENT OF E. C. HYDE, DIRECTOR, INDUSTRIAL MOBILIZATION 
DIVISION, PORTLAND, MAINE 


Mr. Hype. I have prepared a written statement in the interests of 
brevity. I should be glad to have you stop me at any time and ask 
questions that occur to you. 

Senator Durr. If you are going to read it, w hy do we not save time 
by allowing me to read it? Then I can ask you some questions if 
I want to. 

Mr. Hype. Very well, sir. 

(The prepared statement of Mr. Hyde was silently read by Senator 
Duff.) 

(The statement is as follows:) 


STATEMENT OF 1, C. Hype, Direcror, INDUSTRIAL MOBILIZATION OF 
rHE STATE OF MAINE 


My name is E. C. Hyde, from Portland, Maine, and I am currently organizing 
for the State of Maine, at the request of Production Administrator Harrison, 
an industrial mobilization division of the Governor's office for the purpose of 
utilizing Maine’s stualler industrial units as effectively as possible in the defense 
program. There are in Maine probably about a dozen concerns who do not fall 
into the small-business category. 

As a background of familiarity with the problems involved, I should say that 
from before Pearl Harbor I served as head of the Procurement Section of the 
Smaller War Plants Division of the Office of Production Management and later 
the War Production Board. My office was responsible for establishing the operat- 
ing methods for securing from the various Federal purchasing agencies such 
business as lent itself to placement with smaller industrial units, either as prime 
or subcontractors. I later for 34% years ran the War Production Board field 
operation for the State of Maine. 

To illustrate the productive possibilities of small business, I should state 
that while Maine is not considered an industrial State, comparatively, my office 
secured for such units in Maine during the last war—and this excluded all the 
large textile and shipbuilding contracts and all contracts placed without assist- 
ance by my office—an average of over six and a half million dollars a month. 
This very considerable production represented to a large degree war production 
which would not have materialized except for the approach provided by my office 
and the use by us of methods we can again use, and are organizing to use, pro 
vided the requirements exist and provided proper methods for spreading the 
work are put into operation by the Government procurement agencies. 

The procurement policies promulgated with respect to small-business utiliza- 
tion on April 5, 1951, by the Munitions Board will—when and if fully imple- 
mented—in my opinion, leave little to be desired by those concerned with the 
broad and diversified economic, military, and strategic advantages which flow 
from this spreading of production and employment. These multiple advan- 
tages are so obvious and so well recognized by this committee that it is surely 
unnecessary to dwell upon them. 

This being so, the only value which could result from my appearance here 
may be through emphasizing certain factors which from my experience with this 
specific problem are the real heart of the situation, assuming that the other 
Munitions Board policies are carried out wholeheartedly and with understanding, 

These major factors are as follows: 

1. Whenever practical, every prime contract should carry a clause, specifying 
a mandatory minimum percentage which must be subcontracted. This was done 
in World War II with very gratifying results to our gross production, although 
of course the prime contractors had objections to this method. Even where the 
prime possessed the facilities for all production, he had to sublet the prescribed 
portion. In addition to the other manifest economic advantages resulting—the 
elimination of labor concentration in single areas, with its consequent housing 
problems, ete., alone justified this clause. 

2. The increased cost to the prime of such subcontracting should be definitely 
recognized in the negotiated price. The subcontracted component may cost the 
prime more than he could produce it for himself, and moreover he has definite 
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additional costs of supervision. The subcontractor must make his profit and 
the prime is entitled to a profit on the component (although not on the basis of 
his full overhead). 

3 The use of the “group production” or so-called mother-hen idea is the only 
way many small units can possibly participate in this program. This should be 
recognized from the start, and full and sympathetic use be made by the procure- 
ment officials of such groups. No one of these units may have the facilities for 
complete production of an item, but together they can turn out much excellent 
work. Unless these groups are given special and genuine recognition and oppor- 
tunity, they will be left out entirely and one of our most valuable resources 
neglected. In Maine in the last war we had many such groups operating—-some 
of these having as many as 17 separate participating units. Such cooperative 
efforts can unquestionably be activated effectively only by local and State 
agencies 

!. The small manufacturer in most cases does not possess the personnel, the 
initiative, the know-how (and sometimes hesitates to spend the money neces- 
sary) to conduct his own individual search for contracts. Here is where the 
State commissions which General Harrison asked each governor to establish 
come into a field which they alone can effectively organize. Their especial value 
in this field must be recognized, and full cooperation given them in the national 
interest. Through our facility records and familiarity with individual shops we 
are able to determine whether our smaller manufacturers are able to produce 
any specific item. This represents a currently available source of information 
as to productive resources which goes far beyond any records the Federal pro- 
curement offices could possibly attempt to maintain. 

In this connection I urgently suggest that Washington avoid establishing new 

Federal agencies or additions to present agencies to do this job, which these State 
commissions can perform so much more effectively. Federal agencies cannot 
establish except at great expense and effort the intimate knowledge of manufac- 
turers’ facilities which State agencies already possess. Federal records in Wash- 
ington, or in the procurement district offices, cannot possibly supply the intimate 
knowledge and contacts which are so essential. Nor will the small-business 
men be helped by adding to the costs of government an army of record clerks 
and special emissaries for small business. We will solve the problem better, 
quicker, and more cheaply by utilizing existing State agencies to the utmost as 
the direct and effective liaison between procurement and production, as far as 
small business is concerned, 
5. And finally I come to what, in my opinion, is the crux of the entire situ- 
ation, if the utilization of small business is to be made genuinely effective, 
and that is the absolute necessity of official recognition of these State com 
missions by the Federal procurement officers as legitimate representatives of 
their various State facilities so that, through them, the multitude of units 
they represent may be afforded opportunity to bid on contracts. The procure- 
ment officers should be instructed to give these State officials such blueprints, 
specifications, and invitations to bid as they may reasonably request, based 
on the facilities they represent, and the State commissions should be permitted 
to pass these papers to the manufacturer they know can produce the item 
involved, so that manufacturer can bid on the contract. 

This official recognition is the very cornerstone of the effort which the State 
commissions are attempting in support of the defense program, and will do 
more to effectuate the recently announced policies of the Munitions Board 
than any other single factor. This recognition is not now being given by Federal 
procurement officers who hold that, since our representatives have no estab- 
lished position and are not on the payroll of any individual manufacturer, they 
cannot recognize us as representing any manufacturer. This attitude is 
in all probability justified from their standpoint under their present instruc 
tions, but the effect is practically paralzing to our attempts to bring the small- 
business man into the picture. This obstacle, which is purely technical, could 
be and should be immediately removed by instructions from the Munitions 
Board. 

Anything that this committee can do to promote this required recognition 
will prove of paramount importance, and it is primarily to plead for this action 
that I have nppeared before this committee 

I appreciate having had this opportunity of presenting these opinions. 
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Senator Durr. Mr. Hyde, I have read your statement. Is there 
anything that you want to add to what you have in here? 

Mr. Hype. That is the boiled-down essence of my suggestions, 
primarily the last part. 

Senator Durr. 1 am impressed by what you said. I think you put 
your finger on something very necessary to be attended to. 

Mr. Hype. I was impressed by the difficulties that these gentle- 
men had indicated in their ap yproach to the procurement offices. I 
I know that because I have been through the same things for many 
years. 

I was also procurement oflicer for the Government in the First World 
War, so I know some of their problems. The difficulty of the small- 
business man could be greatly reduced if the State commissions are 
permitted to act as their official representatives. I might say in elabo- 
rating on that—in stressing the point that I have emphasized in that 
statement—that I have sent men out of my oflice down to the procure- 
ment officers and they have lookee at stacks of blueprints that repre - 
sented things that our manufacturers have made and could readily 
produce, and have asked to be permitted to have those blueprints to 
have our manufacturers bid on them. 

They say, “Who are you? You are not on the payroll of the manu 
facturer and you are hot oftici lly recognized as a semiofticial corpo- 
ration.” That is the point that I stress. 

Mr. Harrison asked us to go into business. It was up to that depart- 
ment to make it possible for us to be effective. It might be interesting 
to these gentlemen who testified about the Air Corps and the relative 
methods pursued by the bureaucratic approach and the private busi- 
hess approac h. 

Last Wedne a ay we had in my office in Portland a representative 
of one of the big airplane companies. We had 16 manufacturers in 
there who conferred with him whom we had never seen before. 

Before the day was finished 14 of them had contracts amounting 
to initially $214 million, which represents merely a monthly recurrence 
as soon as they ‘show the ‘Vy can Mk ake delivery. 

It was all done within an hour. Here is a blueprint; here is a spe 
fication; can you make it? Yes: here is a contract. A Government 
inan cannot do that. 

If the State commissions were permitted to officially represent thei 
facilities, they would eliminate the expense of the small-business man 
and his being rebuffed. I also want to say that if the recommenda 
tions to the procurement departments by the Munitions Board, with 
which you are familiar, no doubt—you have seen those, have you not, 
Senator 4 

Senator Durr. Yes. 

Mr. Hypr. They are very comprehensive. As I have said in my 
report, they leave little to be desired if the y are carried out sincerely 
and wholeheartedly. I do not know what more they can do. 

They are doing everything they possibly can to correct the difficul- 
ties and make it simpler and make it possible for a small-business man 
to click. They say it will be effective by the Ist of June. I do not 
know. I hope so, 
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If they are, I do not think the small-business man need have much 
to complain about except that he will still have to go after it, as this 
last witness said. 

Senator Durr. Thank you very much. 

These are the only witnesses scheduled for this morning’s meeting. 
The chairman is not here. We have completed the business on the 
agenda. We will recess subject to the call of the chairman of this 
committee. 

(Thereupon, at 11:35 a. m., an adjournment was taken, subject to 
the call of the chairman.) 


Xx 











